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IVATE WIRE TELETYPE / INTEGRATED DATA PROCESSING 
7 FOR EFFICIENT 

INTER-BRANCH OPERATIONS 


IDP is automation—today’s efficient method 
of integrating paper work between branches. At 
the heart of IDP is Private Wire Teletype—the 
communication system that makes time saving and 
money saving operations possible. 

You owe it to your business to investigate 
IDP and Private Wire Teletype—have our com- 
munications specialists show you how you can 
benefit in scores of ways. Call the telegraph 


office nearest you. 


‘ . OTHER COMMUNICATIONS SERVICES 
Linked with Western Union Inquire about Facsimile Services 


for Canada-U.S.A. PW Service and Channels for Telemetering. 


SERVICE PACIFIC 


CP-CN TELECOMMUNICATIONS SERVE ALL CANADA 








AUTOMATION 
iS OUT OF 
THIS WORLD 


oe 


Yori e) Vile Rta ete 
on the desks of... 


Top American companies like these are ever 

on the alert to benefit from improved methods and equipment. 

Today in their offices Monroe Automation 

is setting new speed standards for figurework. The amazing new 

Monro-Matic® Duplex Calculator answers several problems simultaneously. 

It actually adds as it multiplies, adds as it divides, 

and by storing individual answers, automatically eliminates 

the time-consuming addition or subtraction of results when the oe 
final answer is needed. 


/ / 
figurework time | See the MAN from MON a 
°o for CALCULATING 


reduced for hundreds 

of companies, large and small. This can apply to your business. aan 

Write or telephone Monroe Calculating Machine Company of Canada Ltd. Naas ACCOUNTING 

Main office: 480 King St. West—Toronto. Sales and Service throughout Canada. OATA PROCESSING MACHINES 









Government of Canada Bonds 





and Treasury Bills 
Provincial and Municipal Bonds 
Public Utility 
and 


Industrial Financing 









Orders accepted for execution on all stock exchanges 


Domron Securrries Gren. Lintrep 
Established 1901 





TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 






My Bank’ 
1S 
Canada’s First Bank * 


10 2 MILLION CANADIANS 


Bank or MonrTREAL 


WORKING WITH CANADIANS IN EVERY WALK OF LIFE SINCE 1817 
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NEW UNDERWOOD ELECTRIC 


has the exclusive Golden Touch 





—does faster, neater, quieter typing 
with famous Underwood dependability 


This great new Electric Underwood, from the 

' maker of the most dependable typewriters ever 
built, moves into a golden realm of precision, 
speed and print-perfect results. If your need is SHAPED CARRIAGE 

> for increased typing productivity, and a notice- RETURN KEY 
able reduction in noise and staff fatigue, this is 
the electric typewriter you should see at work in 
your office before you invest in any new 
machine. We invite you to complete and mail 
the coupon now. 








AIR-CUSHIONED AND 
AUTOMATIC CARRIAGE 
RETURN 





40-SECOND ELECTRIC 
RIBBON REWIND 





ELECTRIC UNderwood ” 


the only electric with Golden Touch 





ooo ----- 5 


SEPARATE REPEAT 





- 
| UNDERWOOD LIMITED, 135 Victoria St., Toronto, Ont. | FORWARD SPACING KEY 
| I am interested in having an Underwood Electric Type- | 
writer On trial in my office so that I can properly judge | 
} ; its advantages. There is to be no obligation. | 
| 
Pe eae ee I Sts | 
| 
; MOON 55 oscil: 5, ONE lee, NE | 
| eu. 
! ‘ 1 FINGERTIP -CONTROLLED 
lee ue cee ee eae cee eee come Se | IMPRESSION DIAL 
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She Brentwood 


ty HARTT 


This renowned last has built a 
reputation for exceptional 
fitting qualities. Finely 
crafted in black 
or brown calf 
for dress or 
business wear. 









FOR MEN 
At Better Shoe Stores Across Canada 


THE HARTT BOOT AND SHOE COMPANY LIMITED ¢ FREDERICTON, N.B. 


Bank 


Confirmation 


Per 100 additional, 
Ordered at same time $3.50 


Fo rms Postage or Express Collect 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 
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Insurance 
protection 
is most 
important 
here 


ACCOUNTS 


RECEIVABLE 


When a shipment is made—title passes—and you create an account 
receivable. You are more certain of the end result—PROFIT—when 
you protect accounts receivable with Credit Insurance. That’s why an 
increasing number of executives have decided that NO cycle of pro- 
tection is complete unless capital invested in accounts receivable is 
insured by ACI. To learn more about Credit Insurance, call or write 
AMERICAN CREDIT INDEMNITY COMPANY of New York, Dept. 63, 
Montreal, Quebec, Sherbrooke, Toronto, Hamilton, Woodstock or 


Vancouver. 
Liquidity of capital is the 
prime responsibility of management. 
Protect your working capital 


invested in accounts receivable 
with American 
Credit 
insurance 














McLeop, You NG, WEIR & COMPANY 


Members of The Investment Dealers’ Association of Canada 


DEALERS IN 
GOVERNMENT, MUNICIPAL AND 
CORPORATION SECURITIES 








Direct private wires to Montreal, Ottawa, Hamilton 
London, Kitchener, Winnipeg, Calgary, Vancouver, 
and The First Boston Corporation, New York 


Stock orders executed on all Exchanges 


50 King Street West 276 St. James Street West 
Toronto Montreal 
EMpire 4-0161 HArbour 4261 
Ottawa Winnipeg London Vancouver Hamilton Calgary 


Kitchener Quebec Sherbrooke Windsor Edmonton New York 


you have any 
banking problems 


don’t hesitate to consult your 


BNS manager. If it’s important to 
you—it’s important to us. 
c 


¢ Your Partner in Helping 
Canada Grow 
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A. K. EATON 

As a country still depending for de- 
velopment on foreign capital, it is 
only natural for Canada to devise 
means to make her relations with 
other great trading nations as easy 
and as profitable as possible. Can- 
ada’s first tax agreement, in the form 
of reciprocal assistance, was entered 
into with the United States in 1942. 
In the last 11 years tax agreements 
have been successfully made with the 
United Kingdom, France, New Zea- 
land, Sweden, Ireland, Denmark and 
Germany. 

In “Canada’s International Income 
Tax Agreements”, Kenneth Eaton dis- 
cusses the main purposes for which 
the agreements were designed. While 
indicating that no two agreements are 
exactly alike, the author describes the 
contents of what he terms a standard 
agreement and reveals some of the 
benefits which accrue between our 
country and others in smoothing the 
way for freer flow of capital invest- 
ment and business enterprise. 


Mr. Eaton has been with the fed- 
eral Department of Finance since 
1984 and is currently Assistant 
Deputy Minister of Finance in 
charge of taxation. Before his ap- 
pointment to the Department of Fi- 
nance, he was an instructor and tutor 
in the Department of History, Gov- 
ernment and Economics, Harvard 
College, having received his doctoral 
degree in philosophy in 1933 at Har- 
vard University. Mr. Eaton is a mem- 
ber of the Board of Trustees, Nation- 
al Association of Tax Administrators 


and an honorary member on the 
Executive Committee, National Tax 
Association. 


G. H. GLENNIE, F.C.A. 

Municipal authorities are torn to- 
day between two loyalties: on the 
one hand, to the municipality at 
large in a desire to provide the best 
services and, on the other, to the 
ratepayers in an endeavour to keep 
down the tax rate. Budgeting for a 
municipality is, in fact, a highly com- 
plex operation and, while the govern- 
mental budget was introduced many 
years before it was tried as a means 
of financial guidance in business, 
nevertheless it is true to say that, in 
some instances, it has not achieved 
the degree of perfection that is still 
possible. In his article “Municipal 
Budget Making and Expenditure 
Control”, George Glennie describes 
the various stages into which the 
budgetary process may be divided 
and the necessary safeguards to en- 
sure that expenditures do not exceed 
appropriations. He also discusses 
briefly the subject of long term plan- 
ning, which should prove helpful to 
those whose function it is to plan 
future appropriation amounts and 
forecast municipal expenditures. 

Mr. Glennie was assistant auditor 
for the City of Toronto from 1929-58 
and was appointed auditor in 1953 
for the Municipality of Metropolitan 
Toronto. He has been a member of 
the Institute of Chartered Account- 
ants of Ontario for 32 years and, in 
1956, Was admitted as a Fellow of the 
Institute. 


D. A. WILLIAMS, C.A. 

The cost of examining and dis- 
tributing each day thousands of share 
certificates and looking after their 
safekeeping and transference be- 
tween brokers, banks and customers 


Continued on page 386 
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Accurate 2 
The things uncanny |” 


Yet there’s no mystery why a Mar- 
chant calculator is so accurate. Every 
number you touch appears in one of 
} three dials—not just the keyboard. 
This gives you continuous proof 
throughout every calculation. As a 
further guarantee of accurate figure- 
work, Marchant’s positive internal 
dial-stop just won’t let a dial “over- 
throw.” 
| The Marchant has other important 
advantages, too. Ease of operation is 
} one. Its quiet speed is another—up to 
twice that of any other calculator. 
And the unique mechanism of a Mar- 
chant makes for trouble-free depend- 
ability, which translates into days and 
dollars saved. 

What do these advantages add up 
to? To your assurance of the utmost 
accuracy in your figurework, and to a 
more efficient, more profitable opera- 
tion of your business. 


MARCHANT 
CALCULATORS 


tLtw. 
26 DUNCAN ST.,TORONTO 2-8,ONT. 
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Indispensable for sound 


Accountants’ 





business planning 
and control... 


Handbook 


NEW! Unequalled guidance 


for everyone who uses ac- 
counting information or helps to 
prepare it. Now in the fully up- 
to-date 4th Edition, this is the 
authoritative key to principles and 
practice over the whole expanding 
field of commercial and financial 
accounting. 


Handbook explains overlapping ac- 
counting, legal, and _ regulatory 
factors that affect today’s decisions concern- 
ing financial reports, executive pay plans, 
dividends, taxes, depreciation policy, audit 
procedures, etc. Designed for quick adapta- 
tion of techniques and methods to particular 
requirements. 


Unique Low-Cost Guidance 


Proved in the hands of hundreds of 


thousands of users, this is the Hand- 
book recognized in its successive editions as 
the only complete guide in its field. Now 
further broadened in scope, and in 6 x 9 
format, the Accountants’ Handbook provides 
page-for-page reference value possible only 
through tremendous printings. 


29 Information-Packed Sections: 


Financial Statements — Operating 
Reports, Controls — Investments — 
Land, Leaseholds, Realty — Intangible As- 
sets — Liabilities — Paid-in Capital — 
Retained Earnings, Appropriations, Dividends 
— Partnership, Governmental, Institutional, 
Fiduciary Accounting — Taxes — Deprecia- 
tion — The Independent Accountant, Etc. 

RUFUS WIXON, Editor-in-Chief; WALTER 
G. KELL, Staff Editor; with Board of 28 
Contributing Editors. 407 ills., tables; 1616 
pp. 6x 9. $15 


Other famous RONALD Handbooks: 


Cost ACCOUNTANTS’ HANDBOOK............$12 
FINANCIAL HANDBOOK, 3RD ED. 


Ns TEES. dcesssssnsnnccsesnoctennvneosaaneeceses 
FORESTRY HANDBOOK, 6 X 8 ... a 
MARKETING HANDBOOK ........... 7 
PERSONNEL HANDBOOK .................... ; 
PRODUCTION HANDBOOK ..........0......ceeceee 





p-——-USE COUPON TO ORDER! -—— — 


! 
! 
| 
| 
! 
| 
| 
I 
- 


THE RONALD PRESS COMPANY 
15 East 26th St., New York 10, N.Y. 
Please send: 


() ACCOUNTANTS’ HANDBOOK, 
4th Edition ......... oa 
(0 Handbooks listed below: 
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amounts to a staggering annual figure. 
Who pays for all this and how could 
such securities be handled so as to 
save thousands of dollars each year? 
It is to these questions that David 
A. Williams directs his article “The 
Case for a Central Securities Agen- 
cy”. Mr. Williams claims that the 
setting up of a central securities agen- 
cy would result in substantial econ- 
omies in record-keeping operations 
and also make it easier to detect and 
control fraudulent stock situations. 
In preparing his article, the author 
hopes that it may form the basis for 
a complete study by interested per- 
sons. He admits that the ideas ex- 
pressed are not necessarily new, but 
they are of current interest. 


Mr. Williams is manager of meth- 
ods and procedures for American 
Standard Products Limited, Toronto. 
He has been a member of the Insti- 
tute of Chartered Accountants of Sas- 
katchewan since 1947 and is an as- 
sociate member of the Society of In- 
dustrial and Cost Accountants of 
Canada and a member of the Systems 
and Procedures Association (Toronto 
Chapter). Before joining American 
Standard Products, Mr. Williams was 
engaged in the Administrative Ser- 
vices Division of Riddell, Stead, 
Graham & Hutchison of Montreal, 
which brought him in touch with 
matters concerning securities trans- 
actions. His past experience also in- 
cludes three years in the design of 
accounting systems with McBee Com- 
pany Limited and two years as secre- 
tary-treasurer of Rediffusion Incorpo- 
rated, Montreal. 


A. B. MONTEITH, C.A. 


In the past 30 or 40 years more 
companies have been formed be- 
cause of the hope of taxation ad- 


vantages than for any other reason. 
Continued on page 388 
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For every executive in your firm whose letters must bring in 
the business... 





The IBM “Executive” Electric... 


the one and only typewriter with “proportional spacing” 
to give you the world’s most distinguished letters! 


Every executive who represents aie 
your firm needs the IBM “Execu- Scomocen 
tive’—to make his letters stand | Spacing 

out, and to boost company pres- 
tige. The IBM “Executive” is the 
only typewriter with “propor- 
tional spacing”—that’s why it’s | !8M poneetl 


the only one that gives these omnes ancl eracaeeian 
business-building results! eae — 









ELECTRIC 
| B yt TYPEWRITERS | —OU7SELL ALL OTHER ELECTRICS COMBINED! 
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“GRAIN ACCOUNTING 
IN CANADA" 


A brochure containing reprints 
of five articles on accounting 
procedures in Canada's western 


grain industry. 


This booklet deals with the control 
methods involved in the physical 
handling and marketing of grain, and 
five Canadian chartered accountants, 
highly experienced in this field, have 
prepared a valuable study for those 
connected with the grain trade. 


$1.25 per copy (single copies) 
$1.00 per copy (25 copies or 


THe CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 
69 Bloor Street East 

Toronto 5, Ontario 


Please send copies of “Grain 


Accounting in Canada”. Enclosed is 


a cheque for $ 
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To assess to what extent it is ad- 
vantageous to trade as a company 
rather than as an individual depends 
on a great many contingencies. In 
“Should Small Business Incorporate?”, 
Brock Monteith sets down several ex- 
amples showing the amount of tax 
payable by incorporated and unin- 
corporated small and medium-sized 
businesses under varying circum- 
stances. He also appraises some of 
the other factors which are important 
in any discussion on incorporation. 


Mr. Monteith is a partner of Mon- 
teith, Monteith & Company, Strat- 
ford, Ontario. He graduated from 
the University of Toronto and was 
admitted as a member of the Institute 
of Chartered Accountants of Ontario 
in 1938. He is a trustee of the Strat- 
ford Shakespearean Festival Building 
Fund. 


WILLIAM RUSHTON, M.C.I. 

“With an annual volume of nearly 
$7 billion, wholesale credit gives con- 
trol and direction to business”, says 
William Rushton, vice-president of 
the Canadian Credit Institute, in his 
vigorous discussion of wholesale 
credit and its relationship to the 
economy as a_ whole. Entitled 
“Wholesale Credit in the Canadian 
Economy”, Mr. Rushton’s article 
confirms the strength of wholesale 
credit through the use of sound credit 
practices and deals with the educa- 
tion and training required of credit 
managers to enable them to handle 
the problems encountered in their 
businesses. The daily life of the credit 
manager, asserts Mr. Rushton, is 
dedicated to a high standard of busi- 
ness ethics and a sense of coopera- 
tion between one wholesaler and an- 
other so that all may benefit to an 
equal degree. A watchful eye must 


Continued on page 390 
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In business after business, 


‘BURROUGHS MICROFILMING 
BRINGS THE BIG RESULIS 
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SIMPLIFIES RECORD CONTROL FOR A BANK: 
“Our problem of adequate records of commer- 
cial and special accounts with single posting 
was solved by Burroughs Microfilming . 
cut film costs by over half.’ 


HOW MANY 
WAYS CAN 

IT HELP 
YOU? 


This we promise: Right this minute, there are 
more ways Burroughs-Bell & Howell DEPEND- 
ABLE microfilming equipment can benefit 
YOUR business, too, than you could possibly 
imagine. PROVED ways that range from sim- 
plifying or improving accounting procedures 
to reducing your record storage space. Talk 
with the specialist who can demonstrate these 
ways to you. He's the Burroughs Systems 
Counselor, a man thoroughly at home with the 
management and operating needs of both 
small and large businesses of every kind. Call 
him at our local branch office. Burroughs 
Adding Machine of Canada, Limited. Factory 
at Windsor, Ontario. 
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CUTS BILLING COSTS $10,000 FOR AN OIL 
DISTRIBUTOR: “Without the speed and paper 
control of our Burroughs Microfilming equip- 
ment, we would have to add another clerk. It 
has helped us cut billing costs $10,000.” 





TIGHTENS ACCOUNTS PAYABLE CONTROL 
FOR AUTOMOTIVE PARTS DISTRIBUTOR: 
“Burroughs Microfilming helps give us cen- 
tralized control over accounts payable in 25 
branches and 9 warehouses through increased 
speed, accuracy, economy and protection.” 


THE MODERN, LOW-COST 
MICROFILMING SYSTEM 


“Burroughs” —Reg. TM. 








LIGHTER — STRONGER 
VULCAN poss’ sinter 


Less weight to carry. Aluminum alloy 
metals. Automatic end lock—no key to 
lose. In Green or Black binding for 
standard size ledger and columnar sheets. 
VULCAN is a featured value in our 
complete display of loose leaf supplies. 


‘ontinued from page 388 


be kept also on credit legislation as it 
affects individual industries. 

Mr. Rushton is credit manager for 
Gault Brothers Limited, Vancouver, 
B.C., with whom he has been as- 
sociated since 1935. A past president 
of the Canadian Credit Institute 
(Vancouver Chapter) and of the 
Canadian Credit Men’s Trust Associa- 
tion (B.C. Division), he is the author 
of numerous articles on credit as well 
as a frequent lecturer on this subject. 
He is a member of the Metropolitan 
Board of Health of Greater Van- 
couver and takes a leading part in 
many other community activities. 








bE HAMILTON: “The Centre” 


THIRD SUMMER SCHOOL IN ACCOUNTANCY 


McGILL UNIVERSITY, MONTREAL 
JULY 8 THROUGH AUGUST 2, 1957 


ts The aim of the School is to educate broadly in accountancy 
& and the studies will provide thorough revision for the Inter- 
E mediate and Final C.A. examinations. 

Students will be required to live on the Campus and mod- 
erate rates will be charged. They thus live together under full- 
time university conditions, learning by the day-to-day exchange 
af ideas. 

E The School will be divided into two sections taking respec- 
9 tively the Intermediate and Final C.A. syllabus as their outline 
of studies. Classes will be held, Monday through Friday, from 
9 to 12 noon and from 2 to 5 p.m. Week-ends will be free for 





the enjoyment of Montreal’s vacation facilities. I. “sem 
Direction of the School will be under Kenneth F. Byrd, exit 
M.A., B.Sc. (Econ.), C.A., Professor of Accountancy, assisted © Multis 
by members of the School of Commerce staff and others. (© Auton 
1@ Auton 


For details apply promptly to the School of Commerce, 
Summer School in Accountancy, McGill University, Montreal. 













[INTRODUCING | the new, low cost 


Underwood 
post-master “92” 





, 






gal e An entirely new 
TAM OM HAN EL aN MCL 
that costs as little as 54° a day 
: to own and operate! 


ee 








| —_ @ Computes balance 
TWO REGISTERS edamame 


total automatically 





10-KEY 
KEYBOARD 





it 
loraer BIG MACHINE FEATURES 


@ Automatic Electric Carriage Return provides touch fingering, eliminates 

'@ Mechanical Brain eyestrain, cuts fatigue! 

|¢ Automatic Printing of Descriptive 
Symbols 

@ Plus and Minus Keys 

,© Keyboard Program Control 

@ Flexible Date Keyboard 


UNDERWOOD LTD. Adding and Accounting Machine Sales 
135 Victoria St. Toronto 1, Ontario. 

Please send me complete information about the new Post-Master "92" 
—its wonderful combination of features and its amazing economy. 


--—e- Creo ere 


© Multiple Entry Key ee TITLE 
e Automatic Debit Balance COMPANY 
'® Automatic Credit Balance in Red ADDRESS Re ceet tee page yee Se 
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Changes in Annuities 

Interest paid on contributions to a 
federal government annuity has been 
raised to 4% from 3%, it was an- 
nounced recently. In addition, new 
mortality tables will replace those 
used by the Annuities Branch to take 
into account increases in life expect- 
ancy. While the tables will make an 
annuity more expensive because the 
life span has been iengthened, it is 
expected that this will be more than 
offset by the higher interest. 


Bilingual Dictionary for Canada 

Within three years Canada is to 
have its first bilingual dictionary 
which will stress the Canadian usage 
of both French and English terms. 
Many English words in common use 
in Canada, such as Mountie, bush 
pilot, duplex and hydro, are not 
found in the United States or Great 
Britain and consequently not includ- 
ed in existing English dictionaries. 
Similarly many French words are pe- 
culiar to French-speaking Canada — 
caisse populaire, habitant and partie 
de sucre (sugaring-off party), to 
name a few. Usage problems are in- 
creased by regional variations inside 
Canada. A bluff, for example, means 
a clump of trees on the prairies, 
whereas elsewhere in Canada it re- 
fers to an escarpment. 

The 80,000 word dictionary, which 
will be published by McClelland & 
Stewart Limited, Toronto, in 1959, is 
being compiled at the Language Re- 
search Centre of the University of 


a 


SS == 





Montreal. Its preparation is under 
the direction of editor-in-chief Profes- 
sor Jean-Paul Vinay of the University 
of Montreal, in collaboration with 
Professor Henry Alexander of Queen’s 
University and Mr. Pierre Daviault, 
chief of the Translation Bureau of the 
Secretary of State. 


Canadian Business Concentration 

“Big business” is relatively bigger in 
Canada than in the United States. In 
many Canadian manufactures — auto- 
mobiles, aluminum, cotton textiles, 
cigarettes, soap, liquor — a few firms 
dominate the industry. But growth 
of Canada’s economy may reduce the 
level of concentration. 

These observations are made by Dr. 
Gideon Rosenbluth of Queen’s Uni- 
versity following a study of 96 Cana- 
dian industries. His results have 
been published in “Concentration in 
Canadian Manufacturing Industries” 
by Princeton University Press for the 
National Bureau of Economic Re- 
search. 

Dr. Rosenbluth selected the year 
1948 for study and used as his index 
of “concentration” the number of 
firms which account for 80% of the 
total labour force in a particular in- 


dustry. 


AMA Seminars 


A group of educational seminars for 
business executives will be conducted 
by the American Management Associ- 
ation at the Sheraton-Mount Royal 
Hotel, Montreal from June 10 to 14. 


Continued on page 394 
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What writes 


100 times 
faster than 


and never 
| makes 
a mistake? 





The answer is A-M business machines. They do repetitive writing at 
100 and more times the speed of manual copying and do it with 100% 
accuracy. But that’s only the beginning of how A-M contributes to 
efficiency in office and industry through modern business systems. 
You can help your clients to cut clerical costs and achieve increased 
accuracy, control and speed through acquainting yourself with the many 
innovations introduced by A-M business systems. Payroll, bills of material, 
purchasing and receiving records, order invoicing, billing and collecting, 
are only a few of the many jobs which A-M systems have brought to a 
new peak of efficiency. 
A-M has been in the forefront in developing office automation. It has 
pioneered equipment which makes possible an entirely new concept of 
speed and accuracy in specialized business procedures. 
Addressograph-Multigraph is anxious to keep you informed about new 
developments in office systems, and to make available its long experience. 
i Our systems’ experts are always happy to work with you on practical, 
economical solutions to specific client problems, and to make concrete 
recommendations. 


Production Machines for Business Records —— MAIL THIS COUPON TODAY_—— 
ADDRESSOGRAPH-MULTIGRAPH OF CANADA LTD., 


I 
; ! 
| Addresso 1G] raph. nen | 
| Multigraph | 


Please place my name on your mailing list to receive 
bulletins on new developments in business systems. 


WUT Si acevicsug rs Jevcevbak weneideds dances | 
Oo f Cana da lim ited TUNE ee. d'a need acdc ves eewsen niaabeassiceas | 
' Mess Nd sixeeneanaandccscoreanncansmates 


Branches throughout Canada Sanaa eeniinniniaeneenineniabiniiilaaainaanensencnaiesiiilE 
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It is expected that more than 300 
executives will participate in 12 three- 
day seminars in the fields of finance, 
manufacturing and marketing. 


Integration Favoured 

The vote taken by the Institute of 
Chartered Accountants in England 
and Wales on the proposal for inte- 
grating the Society of Incorporated 
Accountants with the three British 
Institutes showed that 70% supported 
the plan. Of 14,619 votes cast, 10,- 
242 were in favour, 4,340 were op- 
posed. About 4,500 members did not 
vote. 


Historical Hunt 

To complete the decoration of its 
board room, the Institute of Chart- 
ered Accountants of Ontario has em- 
barked on two projects in which it 
would like assistance. It is seeking 
a set of the large colour prints known 
as the “Five Ontario Cities” — Toron- 
to, Ottawa, Kingston, Hamilton and 
London — which were published from 
1852 to some time in the 1880's 
in Montreal and New York. These 
prints measure, with margins, about 
40 inches in length. The best known 
of the set are by the artist Whitfield. 
The Institute will be glad to purchase 
them at the current market price, pro- 
vided they are in good condition for 
hanging, and hopes that some reader 
of this journal might know where 
they may be obtained. 

The other plan is for the produc- 
tion of a group painting of charter 
members as at December 1882, when 
the original petition was made for an 
Act of Incorporation to the Lieuten- 
ant-Governor. Of the 18 petitioners, 
14 have now been represented by 
photographs, prints or paintings. The 
four whose pictures are still being 
sought are: 


Samuel Whitt, who was with the 
Canada Loan and Savings Company 
in 1882. In 1905 he was shown in the 
Toronto directory as an accountant 
with F. J. Smith & Company. He was 
then living at 98 Gerrard Street East, 
Toronto. 

Charles Robertson, who was the 
first secretary of the Freehold Loan 
and Savings Company from 1859 to 
1883, when he resigned. 

W. A. Douglass, who was the ac- 
countant of the Freehold Loan and 
Savings Company and is believed to 
have remained after that company 
amalgamated with the Canada Per- 
manent Trust Company in 1899. In 
the Toronto directory of 1920 he is 
listed as an assignee and accountant 
residing at 220 Wellesley Street, To- 
ronto. 

G. W. Banks, who was a public ac- 
countant in Toronto in 1882. 

Anyone who might know relatives 
or acquaintances of these men or be 
able to offer any enlightening clues is 
asked to write the Ontario Institute at 
69 Bloor Street East, Toronto. 


Committee Appointments 

Members appointed to the Sub- 
Committee on Long Range Educa- 
tional Planning of the Provincial In- 
stitutes Committee on Education and 
Examinations include F. H. Buck, 
registrar of the Ontario Institute, To- 
ronto; F. C. Burton, Halifax; D. R. 
Lukin Johnston, Vancouver; J. G. 
Simonton, Calgary. Chairman of the 
sub-cgmmittee is C. L. King, Toronto. 


In the News 

A. Wittarp Hamitton of the Que- 
bec Institute is the newly elected 
president of the Canadian Tax Foun- 
dation. Mr. Hamilton is the editor of 
the Tax Review department of The 
Canadian Chartered Accountant. 
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UNDERWOOD SUNDSTRAND MEANS 


Up to 30% 
faster 
posting 





, Underwood Sundstrand’s 10-key Key- 
board is fast and accurate because it is 
compact, and operated by touch method 
that is easy to learn. The operator’s eyes 
need never leave the posting media, a 
factor that helps speed up posting as 
much as 30%. 


MOST AUTOMATIC! The Underwood 
Sundstrand automatically prints dates, 
selects the debit or credit column, com- 
putes and prints balances, proves the 
Exclusive 10-Key Keyboard accuracy of each posting—and the 
carriage opens and closes automatically 
for quicker form handling. 


underwood ” MOST VERSATILE! One machine can 


be used for more than one job and instantly 








LIMITED adapted by the operator. 
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HEAD OFFICE: * a 
135 Victoria St., Toronto 1, Ontario, OD) Wy vcssinassscincontssiavcthaicpieessenney ee a 
SN sr sininscschecunsaatiec dad ; 
COMPANY OWNED BRANCHES AND SERVICE 
IN ALL PRINCIPAL CANADIAN CITIES ; ADDRESS ........ : 
a city Sai evcnnsisira wees vate pes Cne ieee ucbep sa ReameanwaaaA ' 
&tEeeeueeseseeesew ee weweweweweetewewaees 
CCA-5-70 


395 





Program arrangements are rapidly taking 
shape for the 1957 Annual Conference of 
the Canadian Institute of Chartered Ac- 
countants. This year’s convention will be 
held in the Bessborough Hotel, Saskatoon, 
August 19, 20 and 21. 





Three Eventful Days Scheduled 
For Annual Conference 


Wirn THE elegant Bessborough as the hub of its activities, this year’s con- 
ference offers a pleasant blend of western hospitality and splendid technical 
ingredients. Briefly, here are a few of the highlights: 


Monday: Laying the foundation for what should prove to be a highly 
stimulating conference will be the address given by C.I.C.A. president W. 
Givens Smith, F.C.A., followed by “The Challenge of Diversification” as 
interpreted by Walter Gordon, F.C.A. At the members luncheon, E. C. 
Leslie, Q.C., president of the Canadian Bar Association, will be the guest 
speaker. 


In the afternoon, there will be panel discussions on some of the more 
recently developed aspects of the profession, including “Team-Work in Estate 
Planning”, under the chairmanship of A. D. Peter Stanley, C.A., and “Ac- 
counting Problems in the Oil Industry”, led by Robert E. Waller, C.A. 
(author of the C.I.C.A.-sponsored book “Oil Accounting”). 


Tuesday: In the morning, addresses by J. J. Macdonell, F.C.A. and Howard 
I. Ross, C.A. will emphasize the need for modernity in methods. These will 
be followed by the annual general meeting. For luncheon, members will be 
entertained in the dining-room of the Bessborough Hotel as guests of the 
Province of Saskatchewan. 


Wednesday: That this conference is an elaboration on last year’s “Widen- 
ing Horizons” theme is well illustrated by the scope of subjects assigned to 
Wednesday morning’s discussion groups. Offering broad coverage of the 
field’s latest challenges, these groups wil] have as their chairmen leading 
accountants from large and small firms as well as from industry. 


In the afternoon, there will be a discussion on taxation under the chair- 
manship of Campbell W. Leach, C.A. The panel will include J. Harvey 
Perry of the Canadian Tax Foundation, A. Willard Hamilton, C.A., Lancelot 
J. Smith, F.C.A. and Arthur W. Gilmour, C.A. The session will close with 
the traditional “roundup” panel. 


Social Events: A look at this year’s social program reveals plenty of variety 
and, as last year, special activities for the ladies. Already scheduled are an 
opening reception, golf, visits to the Western Development Museum and 
University Hospital, a sightseeing tour, and the closing dinner and dance 
at the Bessborough. 


The 1957 annual conference ranks as a “must”, and all C.I.C.A. members 
should plan now on attending. 
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Buying a photocopier 





? 


Here is a 7 point test which will tell you if a 
machine will satisfy your every office copying 
requirement. 


3. 


Test for copies from thick books, 
journals or bound documents. 


Test for opaque/transparent orig- 
inals. 


Test for coloured inks, pencil, 
crayons, pens, including ball 
point, even non-carbon base. 


Test for spirit duplications. 
Test for copy paper sizes. 


Test for operation under all light- 
ing conditions. 





7. Test for time taken for machine 


to warm up. 


You will find that only a 
Banda-Develop model will 
give satisfactory results on 
all these tests! 


CHOOSE BANDA - DEVELOP 
BLOCK & ANDERSON canapa) LTD 


6333 DEcARIE BOULEVARD, MONTREAL, P.Q. 


BRANCH OFFICES: TORONTO, Tet: WA 4-7788 
VANCOUVER, Tet: PA 8 


738 °@ 


HALIFAX, TEL: 35621 





TeL. RE 7-1114 
© OTTAWA, TEL: PA 2-3491 


A Matter of Personal Taste 


When selecting a book, a new hat or a brand of tea, the choice 
is nearly always ‘‘a matter of personal taste’’. 


While personal taste is often a factor in choosing an investment, 
the determining factor should always be based on individual 
needs. Some require bonds for safety, preferred shares for income 
and common shares offering growth possibilities. 


If you have funds to invest, or think your present holdings are 
not in the property safety-income-growth balance, we shall be 


pleased to make suggestions in keeping with your personal needs. 


i 


Wood, Gundy & Company 
ee 


Montreal Winnipeg 
London, Ont. 
Calgary Victoria 


Toronto 
Quebec 
Edmonton 


Hamilton 


Vancouver 
Ottawa 
London, Eng. 


Halifax Saint John 
Kitchener Regina 
Chicago New York 





® CALGARY, TEL: 22943 











“Investing 





YOUR PENSION FUND DOLLARS” 


A BOOKLET OUTLINING 


A NEW INVESTMENT 


METHOD FOR PENSION FUNDS UNDER 
OUR ADMINISTRATION 





You _~ obtain a copy 
of this booklet by tele- 
phoning or writing our 
office nearest you. 


This modern method combines 
the advantages of individual 
management of investments 
with those obtainable through 
the pooling of investments with 
other comparable funds. 


Under this investment approach, 
it is now possible to retain com- 
plete freedom of choice be- 
tween classes of investments 
while gaining the important 
advantages of wider diversifica- 
tion, increased security, greater 
flexibility and simplicity of man- 
agement. 


This is achieved through partici- 
pation, in variable proportions, 
in one or more of three Classi- 
fied Investment Funds to suit the 
particular circumstances and 
objectives of the Pension Plan. 


THE 


ROYAL TRUST 


COMPANY 
OFFICES ACROSS CANADA FROM COAST TO COAST 
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Take a Second Look... 






No matter where your vacation takes you, Canada’s natural 
beauty is close at hand. . . rivers, trees, prairies, mountains. 
But behind that beauty is the waterpower, the pulp. the 
lumber, the minerals, the grain . . . yes, and the factories, too, 
that the enterprise . . . and the savings of many, many people 
have moulded into one of the world’s great agricultural and 









industrial countries. 






Canada is rich in natural resources . . . probably richer than 
any of us dreams. While these resources have been here for 
ages it really has been only within the lifetime of most of us 
that the savings of Canadians have been used in their develop- 
ment. People of other countries have helped, of course . . . but 
Canadians may take pride in knowing that it primarily has 
been their own savings .. . and their own ingenuity that have 
been responsible. 
















But getting back to your vacation, we would like to make a 
suggestion .. . after you admire the beauty of the country take 
time for a second look . . . take time to realize what the real 
natural wealth of this country means to you and to every other 
Canadian. If you do, we think you may get just as enthusiastic 
as we are about the soundness of Canadian investment. 








When you get home you may want information on some 
situation which has caught your imagination, or perhaps some 
assistance in drawing up a programme of diversified Canadian 
investment. If so, we can help you. This is your invitation to 
write us or to drop in to any of our offices. 
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PENSIONS AND THE BUDGET 
E. Michael Howarth, C.1.C.A. Executive Secretary 


THE ANNOUNCEMENT by Mr. Harris that pension contributions by 
the self-employed will be deductible from taxable income with effect 
from January 1, 1957 marked the culmination of a long and vigorous 
campaign in which our profession has played a leading role. Readers 
of this magazine will be familiar with our efforts to obtain the right 
to defer taxation on pension contributions on the same terms as em- 
ployees covered by an approved pension plan. The request appeared 
annually in the joint taxation brief submitted by the accounting and 
legal professions; special delegations visited Ottawa; provincial Insti- 
tute committees worked with representatives of other groups; edit- 
orials and articles advanced telling arguments, and the speeches of 
leading members frequently referred to the then-existing inequity. 
In spite of the frustrations engendered by successive disappointments 
there was no relaxation of effort. On the contrary, the news last April 
of the introduction of similar provisions in the British budget rein- 
forced the decision to persevere, and there is no doubt that final 
success stemmed from the cumulative effect of the long-run campaign. 

At its May 1956 meeting the C.I.C.A. Council established a special 
committee, under the chairmanship of Howard Ross of Montreal, 
charged with the task of preparing definite proposals for submission 
to the government. Meetings, and discussions with Department off- 
cials and insurance representatives, were held throughout the summer. 
Some voices within and outside the profession were raised in favour 
of partial or complete incorporation, but this approach was eschewed 
for a number of reasons. Moving with commendable dispatch, the 
committee submitted a plan for a general solution to the September 
meeting of Council in Halifax, and received authority to proceed 
along the lines indicated. 
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The committee’s plan was broad in scope and simple in design. 
It embraced, in addition to the self-employed, those employees with- 
out access to a registered plan, and members of plans which did not 
provide for the full limit of exemption. It was based on the principle 
that all premiums are deductible when paid, and all benefits taxable 
when received. It provided for the individual purchase of an annuity 
from an authorized underwriter, and suggested that the lesser of 15% 
of earned income or $3,000 per annum should be the permissible limit } 
in view of the existing regulations permitting $1,500 as the employee's | 
contribution and $1,500 on his behalf by the employer. 

In keeping with long-standing practice, the Canadian Bar Associa- 
tion was asked to consider these proposals and invited to sponsor them 
jointly with the C.I.C.A. Following a series of meetings, a joint brief 
was prepared and submitted to the Minister in October. Representa- } 
tives of the two bodies were received by Mr. Harris early in January, 
and the brief was widely reported in the press. The brief was studied 
by several interested organizations, and expressions of approval and 
support were received from such diverse groups as the Canadian 
Medical Association and the Retail Merchants Association of Canada. 

The actual budget provisions follow the proposals contained in 
the brief very closely. It is true, of course, that annual limits of 10% 
and $2,500 have been established in place of the 15% and $3,000 
recommended, but the principle so long espoused has been finally 
recognized. This can be regarded as a signal achievement and a long 
step forward. The Minister chose to support the introduction of this 
measure at the present time partly on the grounds of its counter- 
inflationary effect. While this will be one result of the increased 
savings generated, it has never been a part of the case advanced by 
the C.I.C.A. Our position, consistently maintained, has been that such 
considerations as loss in revenue or deflationary effects are irrelevant 
in this connection, since they presuppose that discrimination against 
one group in the community is justifiable on broad economic grounds. 

Cynics and confused thinkers to the contrary, it is the essence 
of a democratic community that individuals and groups should be free 
to approach their government to seek redress of a grievance or sup- 
port of a cause. Often it is the atmosphere of irresponsibility which 
pervades these appeals that leads to such disparaging references as 
“pressure groups” and “lobbying”. Thoughout the “Pensions For The 
Self-Employed” campaign, our profession maintained and furthered 
its reputation as a disinterested adviser to the government on fiscal | 
matters, despite its keen and legitimate self-interest in pensions legis- i 
lation. Cooperation with the legal profession reached new levels of 
fruitfulness, and friendly contacts were established with other organ- 
izations. Those who have served the profession in this campaign 
deserve the appreciation of the membership-at-large, whose gratifica- 
tion at the results should be matched by pride in the manner of their 
achievement. 


| 
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Canada’s International Income 
Tax Agreements 


A. K. EATON 


IN RECENT YEARS it has been the fa- 
shion among nations to make bilateral 
tax agreements. They are recom- 
mended to all members by the United 
Nations. Canada has already enter- 
ed into several and rarely a year 
passes without the appearance of a 
new one before Parliament for ap- 
proval. 

The purpose of these contractual 
undertakings between governments, 
known variously as treaties, conven- 
tions or agreements, is almost univer- 
sally stated in their preambles to be 
“the avoidance of double taxation and 
the prevention of fiscal evasion”. Our 
first tax agreement of this comprehen- 
sive nature was entered into with the 
United States in 1942. It was fol- 
lowed in 1946 by one with the United 
Kingdom. In the last decade the list 
of our agreements has grown to in- 
clude France, New Zealand, Sweden, 
Ireland, Denmark and Germany. 
Four or five others are in various 
stages of process. 

Under our Income Tax Act resi- 
dents of Canada are allowed against 
their tax bill to Canada (calculated 
on the basis of total world income) a 
credit in respect of taxes paid at the 
source to foreign governments on in- 
come arising in their countries. Our 


law provides this unilaterally, re- 
gardless of what other countries may 
do along the same line for their own 
residents concerning taxes paid at the 
source to Canada. Canada has long 
regarded the question of credits for 
foreign taxes, that is, the removal of 
double international taxation, as es- 
sentially a matter of how she chooses 
to treat her own taxpayers. This 
treatment does not depend on how 
other countries treat their taxpay- 
ers in respect of taxes which they 
may have paid to Canada on income 
earned or flowing from here. The 
unilateral removal of double taxa- 
tion from residents of Canada is evi- 
dence of a national policy of willing- 
ness for Canadians, without tax ob- 
struction, to invest and carry on busi- 
ness abroad. Except for this tax 
credit, there would be an automatic 
tax penalty on venturing abroad with 
capital or business enterprise. 


Purposes of Tax Agreements 

If Canada has unilaterally freed 
Canadians from double _ taxation, 
what is the point of formal agree- 
ments with other nations on the sub- 
ject? Why worry about them? There 
are several reasons. 

As a country still depending for 
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development on foreign capital and 
business enterprise, Canada encour- 
ages foreign governments to remove 
obstacles in the way of those in their 
countries who might place funds or 
create enterprises in Canada. Fre- 
quently a foreign country will enter 
into a bilateral undertaking with us 
for the removal of double taxation on 
its residents although it would not be 
inclined to legislate similarly in 
blanket fashion for all countries. 
Often in the discussions Canada has 
no actual bargaining power, having 
already granted Canadians tax re- 
lief before negotiating with the 
foreign country. 

In the second place, international 
agreements give greater certainty and 
stability to tax conditions, and the 
business world, particularly in 
Europe, attaches considerable im- 
portance to them. As a rule, they 
may not be terminated without some 
notice, whereas national tax laws may 
change overnight. 

Thirdly, tax agreements are not 
confined solely to the removal of 
double taxation and the prevention of 
fiscal evasion. In many cases they 
reduce tax rates and confer or extend 
certain benefits. Awkward problems 
of administration may be circumvent- 
ed by them. Furthermore, through 
negotiating agreements, Canada par- 
ticipates actively in building up what 
almost amounts to a recognized inter- 
national code of responsible taxing 
methods and practices. This is help- 
ful to all concerned. 


Contents of a Standard Agreement 
INDUSTRIAL AND COMMERCIAL PROFITS 
After designating specifically the 
kinds of national taxes to which 
the agreement applies (simple in the 
case of Canada but not so simple 
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with some countries) and after defin- 
ing a few terms (these agreements 
formally become part of the tax law 
of the country), our agreements open 
with a reciprocal undertaking cover- 
ing the situation where a business en- 
terprise of one country carries on 
business in the other country through 
a branch establishment. The lead- 
ing article — by now almost univer- 
sally accepted in international tax 
agreements — usually contains three 
aspects of this undertaking. The first 
is negative. Canada (and the other 
country as well) agrees not to tax 
the industrial and commercial profits 
of a foreign enterprise unless it has 
a permanent establishment in Can- 
ada. This is intended to simplify tax 
administration. Where a foreign en- 
terprise does casual business in Can- 
ada while in travel status, without a 
fixed place of business, it is stated in 
effect that it is a waste of effort for 
Canada to tax it. The resident coun- 
try of the enterprise will levy tax on 
total profits regardless of where they 
have been earned. 


The second aspect of the undertak- 
ing comprises a statement that either 
country can tax the profits attribut- 
able to a permanent establishment 
(branch) of a foreign enterprise in 
its territory. In other words, the 
“country of source” has the right to 
tax. 


The third feature imposes a re- 
straint. Canada, for example, may 
not tax a foreign enterprise on more 
profit than it earns at its permanent 
establishment in Canada, i.e. Canada 
may not tax the total profit of a 
foreign enterprise merely because 
part of those profits were earned in 
Canada. In fact, of course, Canadian 
law would not in any case permit 
this. In some countries, however, 
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there is no such buffer against unac- 
ceptable practices of this sort. 

In some of our tax agreements, not- 
ably that with the United Kingdom, 
a further undertaking is frequently 
found. Under a mutatis mutandis 
provision the United Kingdom agrees 
that it will not tax the undistributed 
profits of a Canadian company which 
earns profits in the United Kingdom. 
Nor will it tax the shareholders of the 
company on dividends paid out of 
those profits unless, of course, the 
shareholder lives in the United King- 
dom. This provision was included 
in the agreement even though the 
laws of neither country would permit 
these practices, and quite clearly 
neither party had any intention of re- 
sorting to this kind of taxation. The 
provision stands simply as an expres- 
sion of common distaste for certain 
extra-territorial taxing practices. 


PARENT-SUBSIDIARY RELATIONS 

The section on industrial and com- 
mercial profits is almost invariably 
followed by an article dealing with 
parent-subsidiary accounting for tax 
purposes. Canada records her right 
to rectify the accounts of a Canadian 
subsidiary controlled from abroad so 
that the profits will be such as they 
would be if the subsidiary were deal- 
ing at arm’s length with the foreign 
parent. This forestalls any propen- 
sity to show profits in the parent com- 
pany at home rather than in the Can- 
adian subsidiary. 


PROFITS OF SHIPS AND AIRCRAFT 
The special case of profits from 
operating ships or aircraft logically 
falls next for codification. It has be- 
come almost a universal rule that 
these profits shall be taxed only by 
the country in which the company 
resides. Most nations are unanimous 


in the view that no satisfactory rule 
can be found for defining profits 
earned in a country by a foreign ship 
or aircraft calling at its port to dis- 
charge or pick up a pay-load. Tax 
agreements are able to bring some 
order out of what might otherwise be 
chaos. Nations rarely weigh closely 
the net revenue gain or loss to them 
of this provision. The sophisticated 
readily accept it; the inexperienced 
sometimes haggle. 


INVESTMENT INCOME 


Investment income is the next gen- 
eral item in tax agreements, and sev- 
eral articles usually set forth the rules 
agreed upon between the two coun- 
tries for taxing dividends, interests, 
rents and royalties flowing from the 
country of source to the country of 
residence of the recipient. 

The Canadian position on these 
provisions is almost predetermined by 
the facts of our situation. As a 
debtor country, our annual outflow 
of dividends, interest, rents and roy- 
alties is greater than the inflow. It 
would, accordingly, be very poor 
business for us to agree with creditor 
countries mutually to give up taxing 
this flow of income at the source and 
leave it to the country of residence to 
make levy on it. Also our general 
15% rate of tax on this income flowing 
from Canada is not unreasonably 
high in comparison with that of 
other countries. It will come as no 
surprise, therefore, to find that in re- 
spect of no country have we relin- 
quished our general tax of 15% on 
interest, dividends, rents and royal- 
ties. On the other hand, some coun- 
tries have agreed to lower their rate 
to our level of tax on all or some 
items of investment income. With a 
general withholding tax rate of 30%, 
the United States, for example, has 
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by convention agreed to tax Cana- 
dians at a 15% rate, the same as we 
apply to them and to the rest of the 
world. In the case of parent-subsidi- 
ary dividends, our agreements gener- 
ally do make a limited concession in 
terms of the percentage of ownership 
required in order to qualify for the 
5% rate. With the United Kingdom, 
the tax is removed completely al- 
though 100% ownership is required. 


PERSONAL SERVICE INCOME AND 
PENSIONS 

Personal service income is treated 
in a series of rather specialized mis- 
cellaneous articles. One article of a 
general nature is designed to avoid 
the necessity of pursuing persons re- 
siding in one country who are doing 
some sort of work in the other for a 
relatively short time on a more or less 
casual or unusual mission. Thus, most 
of our agreements have adopted what 
is known as the 183-day rule for 
exempting from tax visitors who per- 
form personal services within the 
country. In some, there may be a 
dollar limit on the earnings which 
qualify for this exemption. _Like- 
wise, some make a distinction wheth- 
er the person is employed by a for- 
eign concern or by one in the taxing 
state. 

The treatment of pensions and con- 
tractual annuities under our agree- 
ments furnishes an excellent example 
of the usefulness of international co- 
operation. Many pensions and an- 
nuities, paid either by industrial con- 
cerns or governments of one country 
to persons residing in the other, will 
be for small amounts. The ordinary 
taxation rules would call for a with- 
holding tax at the source on these 
payments flowing out to nonresidents. 
However, the income of the pen- 
sioner may be so small that under 
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reasonable residence rules he would 
not be liable at all for income tax 
or, if liable, his tax would be sub- 
stantially less than that withheld. 
Thus, in order to avoid hardship and 
the necessity for pensioners in one 
country having to file annual returns 
to the tax authorities of a foreign 
government, Canada has in all cases 
favoured giving the country of resi- 
dence the sole right to tax pensions, 
the other country renouncing the 
right to tax at the source. 


While agreeing to this general rule 
for pensions just outlined, several 
countries have argued that govern- 
ment pensions should be given re- 
verse tax treatment, that is, the erst- 
while employer should retain the 
right to tax “deferred compensation” 
and the country of residence should 
exempt it from tax. This reversal re- 
garding government pensions is 
found in our agreement with the 
United Kingdom. With the West 
German Republic we mutually agree 
not to agree on any rule at all for 
government pensions, and, according- 
ly, the ordinary rules in our respect- 
ive tax laws will continue to apply. 
If a resident of Canada receives a 
pension from the West German gov- 
ernment, Germany still retains the 
right to tax that pension. Our law 
taxes the German pensioner resident 
in Canada, and our ordinary law 
allows the recipient a credit for any 
tax paid to Germany. 


Our agreements codify the tradi- 
tional exemption accorded to diplo- 
mats and government employees. 
Each government reserves the right 
to tax its own and exempts those of 
the other country. * 

Professors and teachers are, by 
agreement, invariably given a two 
year period of immunity from the at- 
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tentions of foreign tax officials, while 
visiting students and apprentices may 
enjoy unmolested the funds for their 
upkeep in the host country. 

After having agreed on a pattern of 
rules to be observed in taxing the 
three main classes of income, busi- 
ness profits, investment income and 
personal service income, a section sets 
forth the two main declared purposes 
of the agreement, namely the re- 
moval of double taxation and the 
prevention of fiscal evasion. 


Removing Double Tax Burden 


The Canadian undertaking for the 
removal of double taxation in interna- 
tional tax agreements merely repeats 
the provisions of our basic law 
which would automatically apply in 
the absence of any agreement. It 
simply restates our tax credit pro- 
visions. Other countries do not al- 
ways permit so simple a solution. The 
tax credit device is mainly an “Eng- 
lish speaking” solution for the double 
taxation problem, and is found in 
pure reciprocal form only in our 
agreements with the United States, 
the United Kingdom, New Zealand 
and Ireland. 

In other countries, according to the 
varying patterns of domestic tax laws, 
a variety of methods have been re- 
sorted to in removing or alleviating 
the double tax burden on different 
kinds of income. In some cases in- 
come taxed at the source in Canada 
may be excluded completely for tax 
purposes in the home country. In 
others it may have to be included in 
arriving at the rate of graduated tax 
with an appropriate exclusion from 
the tax bill of that part represented 
by the once-taxed Canadian income. 
Sometimes the foreign domestic tax 
may be reduced by a defined per- 


centage being equal to, or less than, 
the Canadian tax. In all cases there 
is general recognition of the prin- 
ciple that the country of source has, 
in effect, the prior right to tax and 
that the duty of giving relief falls 
on the country of residence. In- 
cidentally, it might be noted that the 
Fiscal Committee of the United Na- 
tions endorsed this general principle 
in international taxation arrange- 
ments. 


Preventing Fiscal Evasion 

International cooperation for the 
prevention of fiscal evasion finds ex- 
pression in mutual undertakings be- 
tween countries to exchange informa- 
tion. Obviously it is useful for the tax 
authorities of one country to have ac- 
cess to the facts about income belong- 
ing to their residents which has been 
accrued in countries outside their 
jurisdiction. Accordingly, Canada, in 
exchange for a like undertaking on 
the part of other governments, has 
agreed, when requested, to supply in- 
formation in particular cases. With 
the United States, where the two-way 
flow of investment income across the 
border is so important, certain special 
arrangements are agreed to under 
which the exchange of information of 
certain kinds is furnished annually 
without request in respect of certain 
cases. The willingness among na- 
tions to assist one another in this way 
is relatively recent. The value of this 
provision in improving tax adminis- 
tration cannot be judged solely in 
terms of the actual use made of it. 
Perhaps its importance rests mainly 
on the fact of its existence rather 
than on the extent of its use. 


Significance of Agreements 
While our international agreements 
follow the general pattern, no two 
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of them are exactly alike, either 
in substance or wording. These ar- 
rangements are the result of consider- 
able discussion, and some degree of 
compromise and flexibility is essential 
for a final meeting of minds on a 
legal document of some length deal- 
ing with subjects which may tradi- 
tionally have been dealt with differ- 
ently in the two countries. 

These agreements cannot be said 
to have a wide impact on Canadian 
taxpayers directly since few are in- 
volved in international income trans- 
actions. Examples of a significant de- 
gree of relief from foreign taxes are 
found in our agreements with the 
United States and the United King- 
dom. In the absence of our agree- 
ment with the United States, for ex- 
ample, the withholding rate on in- 
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vestment income flowing to Can- 
adians would be 30% instead of 15%. 
Under our agreement with the 
United Kingdom, Canadians secure 
exemption from U.K. surtax, a grad- 
uated tax to which they would other- 
wise be liable on income received 
from that country. 

As stated earlier, Canadians have 
long been accustomed to receiving re- 
lief from double taxation on income 
taxed abroad and, accordingly, these 
agreements add nothing beneficial in 
this direction. They are of consider- 
able general importance to Canada, 
however, in smoothing the way for a 
freer flow of capital investment and 
business enterprise between our coun- 
try and others. Tax conditions are 
codified, simplified and given greater 
stability. 


CORPORATE VITALITY 


It is sometimes said that an audit report is in the nature of a post- 
mortem or coroner's verdict, and it is true that it covers the past. However, 
the work involved is not related to an entity no longer alive nor to a sys- 


tem of accounting and check which are unlikely to be current. 


what we do is known by management to be of value to them and is 
complementary to, or confirmatory of, procedures operated within their 


organization. 


— From an address by Sir Richard Yeabsley, C.B.E., 


in The Accountant, March, 1957. 


Much of 


- 2 Of het toe ot ee ee a ee es ek 


sO > oD | 








Municipal Budget Making and 
Expenditure Control 


G. H. GLENNIE 





A supceET is defined in one of the 
modern dictionaries as “an estimate 
of the probable income and expendi- 
ture for a given period, with propos- 
als for maintaining a proper balance 
between the totals”. A more apt defi- 
nition, with particular application to 
governments, is that a budget is “a 
fiscal document exhibiting the esti- 
mated and actual revenues and ex- 
penditures of previous periods, the 
proposed appropriations for expendi- 
tures for the succeeding period or 
periods and the proposed sources of 
revenue to meet these appropriations, 
with all necessary supporting data 
and information”. In practice most 
budgets compare the actual perform- 
ance and the budget estimates for the 
past one or more preceding periods 
with the estimate for the next suc- 
ceeding period. 


Budgeting is not confined to gov- 
ernments only. Most successful in- 
dustries prepare budgets, but where- 
as they govern their expenditures 
largely by anticipated revenues, 
somewhat the reverse is true of a 
government. It must estimate the ex- 
penditures necessary to provide the 
services required of it and see that 
the revenues will be sufficient to bal- 
ance these expenditures. In a muni- 





cipality, the variable element of rev- 
enue is the tax levy against the rate- 
payers which is adjusted to produce 
the desired balance. Another im- 
portant difference in governmental 
financial planning is that it is not 
generally motivated by the desire for 
profit. 


The term covered by the budget to 
be dealt with is a 12-month period 
known as the fiscal year. In Ontario, 
by statutory requirement, the fiscal 
year of municipalities corresponds 
with the calendar year. There is an- 
other type of budget, however. A 
municipal government, like an indi- 
vidual or business enterprise, needs to 
plan years ahead for its anticipated 
growth and economic development. 
This long term planning is so close- 
ly related to the annual operating 
budget that it will require further 
mention. 

“Expenditure control” follows al- 
most as a corollary to “annual operat- 
ing budget”. The purpose of the lat- 
ter is the systematic planning of the 
expenditures for the year. If expen- 
ditures were made without reference 
to such a plan, there would be finan- 
cial chaos. It follows then that they 
must conform with the appropria- 
tions as contained in the budget. 


409 








410 






What is meant by “municipal gov- 
ernment”? The Department of Mu- 
nicipal Affairs Act for Ontario de- 
fines a municipality as “the corpora- 
tion of a county, city, town, village, 
township or improved district and in- 
cludes a local board thereof and a 
board, commission or other local au- 
thority exercising any power with re- 
spect to municipal affairs in an un- 
organized township or unsurveyed 
territory”. The same Act states “Lo- 
cal board means any school board, 
public utility commission, transporta- 
tion commission, public library board, 
board of park management, local 
board of health, board of commis- 
sioners of police, planning board or 
any other board, commission, com- 
mittee, body or local authority, estab- 
lished or exercising any power or au- 
thority under any general or special 
Act with respect to any of the affairs 
or purposes, including school pur- 
poses, of a municipality or of two or 
more municipalities or portions there- 
of.” 

Thus, “municipal government” is a 
rather comprehensive term and one 
can only guess at the total number of 
municipal governments including 
those of the local boards not only in 
any one province but in the whole 
of Canada. It follows that if their 
methods of accounting and budgeting 
were left entirely to the discretion of 
each municipality and local board, 
there would be utter lack of uniform- 
ity in their records and no hope of 
making useful comparisons. Also, it 
would be impossible for the provinces 
to coordinate such data or for the 
federal government to prepare con- 
solidated returns. 


Manual of Instructions 


Since the budget should adhere to 
the classification of accounts used in 
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the general accounting system one of 
the prerequisites of good budgeting 
is uniformity in the classification of 
accounts and in accounting termin- 
ology by all Canadian municipal 
governments. This uniformity is rap- 
idly being accomplished by a publi- 
cation of the Dominion Bureau of 
Statistics entitled “Manual of In- 
structions for Financial Statements of 
Municipal Corporations”. This man- 
ual, first published in 1942 and revis- 
ed from time to time since then, was 
compiled following Dominion-provin- 
cial conferences, the object of which 
was to attain standardization of ac- 
counting methods, terminology and 
financial reporting in regard to Can- 
adian municipalities and the local 
boards thereof. While its use by 
municipal governments is not pre- 
scribed, the reporting on financial 
matters which they must make to the 
senior governments makes it almost 
imperative to adhere to it. 


Ontario Statutory Provisions 

In Ontario, budgeting by munici- 
palities is largely regulated by legis- 
lative restrictions found mainly in 
section $11 of The Municipal Act, 
which states: 

“(1) The council of every muni- 
cipality shall in each year prepare 
and adopt estimates of all sums re- 
quired during the year for the pur- 
poses of the municipality, including 
the sums required by law to be pro- 
vided by the council for school pur- 
poses and for any board, commission 
or other body and such estimates 
shall set forth the estimated revenues 
and expenditures in such detail and 
according to such form as the Depart- 
ment (of Municipal Affairs) may 
from time to time prescribe. 

“(2) In preparing the estimates the 
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council shall make due allowance for 
a surplus of any previous year which 
will be available during the current 
year and shall provide for any oper- 
ating deficit of any previous year and 
for the cost of collection, abatement 
of and discount on taxes and for un- 
collectible taxes and may provide for 
taxes which it is estimated will not be 
collected during the year. 


“(8) One by-law or several by- 
laws for levying the rates may be 
passed as the council may deem ex- 
pedient. 

“(4) The Department (of Muni- 
cipal Affairs) may prescribe the form 
of estimates to be prepared by the 
council and may from time to time 
vary the same. 

“(5) The council may by by-law 
require that the estimates for the cur- 
rent year of every board, commis- 
sion or other body for which the 
council is by law required to levy any 
rate or provide money shall be sub- 
mitted to the council on or before 
the first day of March in each year 
and that such estimates shall be in 
the form and give the particulars 
which the by-law prescribes.” 

The Department of Municipal Af- 
fairs of Ontario does not prescribe 
what form the budget shall take, but 
does recommend adherence to the 
accounting procedure and reporting 
outlined in the manual of instruc- 
tions. 

The procedure for budget prepara- 
tion will depend on the size of the 
municipality, its executive officers, 
staff personnel, and the number and 
authority of the committees appoint- 
ed by council. In Ontario, cities with 
a population of 100,000 or more are 
required to have a board of control 
consisting of the mayor and four con- 
trollers. In cities under 100,000, a 


board of control may be created with 
the assent of the municipal electors. 
Such a board is the chief executive 
committee of council and is respon- 
sible for recommending most of the 
decisions the latter makes. 

There are three logical stages into 
which the budgetary process may be 
divided: (1) budget preparation, (2) 
review and adoption of the estimates, 
(3) budget administration and ex- 
penditure control. 


Budget Preparation 


The responsibility for the prepara- 
tion of the municipal budget rests 
very largely with the chief budget 
officer who, in most instances, is the 
treasurer. Being the financial ad- 
ministrator, he is responsible for its 
initiation and the scheduling of the 
various stages of the budget program. 
He directs each step and is the focal 
point for bringing together the vari- 
ous segments into a unified docu- 
ment. 


To obviate the necessity of paying 
out excessive amounts of interest on 
current borrowings pending the re- 
ceipt of tax revenue, the treasurer is 
anxious to have the annual estimates 
approved as early in the budget year 
as possible in order that he may issue 
the tax bills to the ratepayers. For 
that reason, the actual preparation of 
the estimates usually commences on 
his instructions well before the end 
of the preceding year. 


Departmental Estimates 


Broadly speaking, the questions of 
budgeting are “How much money is 
needed for schools, roads, health and 
welfare, sanitation, recreation facili- 
ties, police and fire protection, etc.?” 
and “How can these services be fi- 
nanced?” The answer to the first is 
the responsibility of the departments 
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and boards providing the services. In 
each of the larger departments, the 
division heads and senior officials are 
called into conference to assess thor- 
oughly the appropriations considered 
necessary for the ensuing year. Poli- 
cies and planned improvements are 
discussed. Following careful scrutiny 
and analysis of the division estimates, 
a draft of the estimated requirements 
for the department as a whole is 
made on the forms furnished by the 
treasurer. These show the compara- 
tive amounts for the preceding one 
or more years. To support their esti- 
mates, the department heads are re- 
quired to prepare a great deal of 
data and analyses for review by the 
treasurer, the committees and coun- 
cil. They must be prepared to justify 
increased costs over preceding years 
or resign themselves to seeing these 
“given the axe”. 

The treasurer estimates expendi- 
tures of a general nature not allocated 
to any other department, such as in- 
terest, contributions to pension funds, 
debenture debt charges and other ex- 
penditures regulated by statute. He 
also obtains from the board of edu- 
cation and other dependent local 
boards their financial requirements 
for the next ensuing year. 


Revenue Estimates 

At this stage, the treasurer must 
also forecast the revenues available 
to finance the cost of the municipal 
services. He is assisted by those de- 
partments which administer services 
for which special charges are made. 
Some sources of revenue may pro- 
duce practically the same amount 
from year to year, others may fluctu- 
ate violently and require great care 
in estimating. Much depends on the 
knowledge and experience of the 
treasurer and his ability to analyze 


and interpret up-to-date tabulations 
of data which indicate local economic 
conditions and trends, such as infor- 
mation on building construction ac- 
tivities, real estate turnover and num- 
erous other indices of business activi- 
ties. It is not surprising that at 
times he leans to the side of caution 
in slightly underestimating certain 
revenues. 


Review and Adoption of Estimates 


Early in the budget year the esti- 
mates of the departments are usually 
ready for submission to the treasurer 
who then reviews them with the 
heads of the departments concerned. 
The treasurer often is given a certain 
amount of discretionary authority to 
alter or delete certain items if they 
seem to him unnecessary or contrary 
to the general policy of the munici- 
pality. 

The departmental estimates are 
next examined by the appropriate 
standing committees of council. De- 
partment heads are called in and 
must be prepared to present in detail 
the breakdown of any estimated ex- 
penditure which is here subjected to 
very critical review. On the other 
hand, these officials have the oppor- 
tunity to justify the department pro- 
gram of operations, propose changes 
in services and recommend revisions 
in their organization structure. 


Having passed the committee stage, 
the estimates, as revised, are as- 
sembled by the treasurer and con- 
solidated in detail for final review by 
the chief executive body of the muni- 
cipality — the board of control in 
cities and the finance committee in 
other municipalities. With the whole 
picture before them and the resultant 
mill rate to that point, they are in a 
position to make important decisions 
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on the budget. They must decide 
what expenditures are necessary and 
where economies may be effected 
without disrupting essential services. 
It is at this point that much of the 
“pruning” takes place. However, ar- 
bitrary adjustments and unwise 
across-the-board slashes are seldom 
made. The estimated expenditures 
and revenues are reviewed with the 
greatest of care, before recommend- 
ing the approval of the budget by 
council. 


Action by Council 

Very little further detailed review 
is made as a rule. The treasurer 
prepares the draft estimates as finally 
revised by the board of control or 
finance committee for submission to 
council. He shows the tax levy re- 
quired, expressed as a separate mill 
rate for general and for school pur- 
poses and for any other purpose for 
which a special levy is being made. 
Council may, of course, decide on 
further changes if it considers such 
to be advisable, but does not very 
often do so. The budget is then 
formally approved by municipal by- 
law and printed in book form by the 
treasurer for distribution to the de- 
partments and other interested par- 
ties. Needless to say, no publicity 
should be given to the budget before 
its submission to council. 

The passing of the tax levy by-law 
should follow immediately, with the 
subsequent sending out of tax bills or 
warrants as soon after as possible. 
Unless there have been delays while 
awaiting information in regard to 
government grants and subsidies or 
in obtaining the estimates of the de- 
pendent local boards, the budget 
should be passed and the tax billing 
should be possible some time in 
April. 


Until the passing of the budget by- 
law, payments early in the year are 
made out of interim appropriations 
provided on authority of council but 
only for essential services or those 
payments which are mandatory. 

In the smaller municipalities, the 
budgeting process will be simpler. 
Without the intermediary reviewing 
stages by committees, the department 
heads may be required to deal 
through the treasurer directly with 
council. 


Estimates of Local Boards 

Budgeting by a local board follows 
much the same procedure as that of 
the municipality to which it is relat- 
ed, with reviews by committees in 
the case of larger boards. If the 
board is dependent, the final budget 
after approval is submitted to the 
municipal council for incorporation 
into its budget. In this connection it 
might be mentioned that in Ontario, 
a municipal council has no authority 
to revise the current estimates of its 
board of education. 


Budget Administration 
The budgeting of expenditure 

would be of little value if it was not 
properly administered and an ade- 
quate system of budgetary control 
established. Methods in common use 
to effect this control are as follows: 

1. One method is to keep what 
might be termed “budget” ac- 
counts. These record as credit 
entries the amounts appropriated 
for each expense account and as 
debit entries the estimated rev- 
enue for the individual revenue 
accounts as set out in the budget. 
They are entirely separate from 
the accounts of actual expenditure 
or revenue to which they pertain, 
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and each set of accounts is self- 
balancing. To facilitate compari- 
son, however, the two are usually 
in close proximity, the former 
sometimes being shown as minia- 
ture accounts at the top of the 
ledger pages of the latter. Dur- 
ing the year, the only postings to 
the budget accounts record au- 
thorized transfers of appropria- 
tions. 

2. By the second method, the expen- 
diture ledger account sheets, 
which record accounting transac- 
tions in the ordinary way by 
charging the vouchers and pay- 
sheets when processed for pay- 
ment, have additional columns for 
what is termed the “budget con- 
trol section”. In this section, each 
account is credited with its budget 
appropriation as shown in the ap- 
proved estimates and is charged 
with related expenditures, as in- 
curred, in the manner described 
below. The unencumbered bal- 
ance is extended in the budget 
control section as each charge is 
made. 

8. The method most commonly used 
provides for the journalizing of 
the amounts set out in the budget 
into the related expenditure and 
revenue accounts by crediting the 
former and debiting the latter. At 
all times, the expenditure ac- 
counts will then show the free 
balances of appropriations and the 
revenue accounts the amounts not 
yet earned. 


For proper budgetary control of 
appropriations, the charge should be 
made to the account at the point of 
commitment, which is usually when 
the purchase order is issued. At that 
time the definite amount of the 
charge may not be known and it may 
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be necessary to charge an estimated 
amount. Later, when the invoice is 
received and the actual amount es- 
tablished, an adjusting entry may be 
necessary. Modern ledger machines 
make this method of encumbrancing 
comparatively simple. A centralized 
accounting division working in co- 
operation with a centralized purchas- 
ing division can prevent over-expen- 
diture of any appropriation. 

As a further measure of control, the 
accounting division is usually re- 
quired to prepare, monthly or quar- 
terly, statements showing the actual 
position of all the expenditure and 
revenue accounts in relation to the 
comparable amounts in the budget, 
for the information of the depart- 
ments and council. 

Still another safeguard, which in 
some of the larger cities prevents ex- 
penditure in excess of appropriations, 
is the audit of the vouchers and pay- 
sheets before payment. The audit is 
performed by an internal audit staff 
or a separate audit department. 


Long Term Planning 

Much of the expenditures provided 
for in the current appropriations are 
the result of policies and plans form- 
ulated in past years. Most of the 
larger municipalities prepare long 
term budgets in which plans for 
capital works or improvements are 
projected for five or more years in 
advance. The initiation of such works 
is so spaced as to not impose too 
heavy a burden, whether financing is 
done by debenture issue or on the 
pay-as-you-go plan. Longe range 
plans must be carefully weighed not 
only as to the increasing present 
needs of the municipality but also for 
their effect on the operating budget 
of the future. 
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Difficulties of Budgeting 

The municipal budgeting process 
appears fairly simple, but in practice 
is highly complex. Much depends on 
the proper supervision by the treas- 
urer, but of still greater importance 
are the vision, business 
and attitude of the elected represen- 
tatives. On the whole, these are 
a conscientious body of men and 
women. They are torn between two 
aims: to provide the best possible 
services for the citizens of the whole 
municipality and at the same time to 
keep down the tax rate payable by 
the electorate who are largely the 
ratepayers. In these days of spiralling 
costs the attainment of both objec- 
tives is increasingly difficult. If any 
of the services is neglected or cur- 
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tailed, there is a public clamour; if 
the mill rate goes up, there is a wail 
from the taxpayers. In addition, 
there is a tremendous back-log of 
needed replacements and improve- 
ments resulting from the neglect of 
the war years. 

The solution may be partly attained 
by providing the public at large and 
the taxpayer with more information 
on the financial situation. After all, 
the question “What do I get for my 
money?” demands an answer, but this 
can be measured only in terms of the 
services rendered. A budget well 
documented, thoroughly explained, 
and showing the relation to long term 
plans and policies would inspire pub- 
lic confidence if given the widest 
possible publicity. 


APPENDIX 


References to statutory provisions relating 
to municipal budgeting in five other Cana- 
dian provinces. 


Quebec 

The adoption of a budget is not com- 
pulsory except for municipalities of the 
Montreal Metropolitan Commission and 
those in default and under control of Que- 
bec Municipal Commission, 11 Geo. V, 
1921, Chap. 140, Section 19 and S.R.Q. 
1941, Chap. 207, Section 44. 


Manitoba 

The Municipal Act R.S. 1954, Sections 
631 to 635 deals with estimates, annual 
rates and over-expenditures. Section 595 
to 618 with supervision of the Municipal 
and Public Utility Board. 


New Brunswick 

Control of Municipalities Act R.S. 1952, 
Section 8 vests in the Commissioner of 
Municipal Affairs the power to prescribe 


and regulate for municipalities the system 
of budgeting and accounting. 


Newfoundland 

The Local Government Act, 1956, Sec- 
tions 38 and 39 provide for preparation of 
yearly budgets for municipalities created 
under this Act. The Community Councils 
Act 1956, Section 29 governs the prepara- 
tion of the annual budget by communities 
established under this Act. An Act Relating 
to the Municipal Affairs of the City of St. 
John’s in Section 242 and a number of the 
sections following provides for the prepara- 
tion of the annual budget for that muni- 
cipality. 
Saskatchewan 

There are no statutory provisions making 
budgets mandatory. The Department of 
Municipal Affairs Act R.S. 1953 empowers 
the Minister to appoint a controller for a 
municipality or place it under the Local 
Government Board if it is in financial diffi- 
culties. 








Should Small Business Incorporate? 


A. B. MONTEITH 


DuRING THE LAST ten years, public 
accountants have had an increasing 
number of inquiries from the owners 
of small or medium-sized businesses 
as to the advisability of incorporation. 
Most of the resulting discussions have 
included legal advice from a solicitor 
as well as an analysis of the usual 
problems of taxation and accounting 
procedures. 

The most important reason why 
businessmen think of incorporating is 
the possibility of tax saving. This 
varies with the income of the business 
and with its proposed distribution in 
officers’ salaries, cash dividends, or by 
capitalizing undistributed income and 
subsequently redeeming capital stock. 
However, there are several other sig- 
nificant factors. 


Limitation of Liability 

All businessmen are aware that a 
shareholder of a limited company is 
only liable to the company for the 
unpaid balance owing on the shares 
subscribed for, and if the shares are 
fully paid there is no further liability. 
Consequently, if the company be- 
comes bankrupt, its creditors cannot 
look to the shareholders for settle- 
ment of their claims but only to the 
assets of the company which is a sep- 
arate legal entity. 


If a business is owned and operated 
by either one person or family, or by 
a small number of partners who all 
are active in the operation, and if 
there is sufficient capital available in 
their hands, the question of limited 
liability is relatively unimportant. This 
is especially true if partners in a busi- 
ness have an agreement providing 
for the acquisition of a retiring or 
deceased partner's share on an equit- 
able basis and with a means of obtain- 
ing the necessary funds by insurance 
or some other plan. 


In the case of new businesses or of 
existing businesses being taken over 
by new ownership, however, it is 
quite common for the principals to 
require additional fixed capital. Such 
capital may be raised in part by 
mortgages on real estate or chattels, 
but it may be necessary to secure ad- 
ditional capital by the issue of various 
kinds of capital stock. Since it is 
probably not practicable for the 
small business to float a stock issue 
through the usual financial channels, 
the principals usually attempt to 
secure the necessary funds from rela- 
tives or friends who would not be 
taking any part in its operation. In re- 
turn, the company would probably 
issue some type of preferred stock to 
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this class of shareholder with perhaps 
some common stock. If the liability is 
limited, such shareholders would not 
be liable for company debts; they 
would have preference as to winding- 
up and first call on dividends at some 
fixed rate. In addition, there would 
be provision for redemption of their 
shares if the company’s financial posi- 
tion warranted and that would un- 
doubtedly be the intention of the 
principals. 

In the case of medium-sized busi- 
nesses the question of limited liability 
becomes even more important be- 
cause additional capital would prob- 
ably be raised from more individuals, 
the majority of whom would be 
strangers to the principals. 


Continuity of Operation 

When a sole proprietor dies, a 
financial statement must be prepared 
as of the date of death, and the in- 
come earned from the end of the pre- 
vious fiscal period to the date of death 
is taxable to him. The business may 
then be carried on by his executors, 
sold as a going concern or liquidated 
according to the instructions in his 
will. 

When a partner in a business dies 
or withdraws, a financial statement 
must be prepared to arrive at his in- 
come and capital interest to the date 
of death or withdrawal. Then it may 
be necessary either to sell or liquidate 
the business depending upon the 
provisions of the partnership agree- 
ment. 

There is no such disruption of the 
business on the death of a principal 
shareholder of an incorporated com- 
pany unless he is virtually sole owner 
and in complete charge of business 
operations. A corporate executor 
usually prefers to administer the 


carrying on of a business if it is in- 
corporated rather than unincorporated 
even though new management must 
be secured. Thus, the corporate struc- 
ture has a definite advantage in the 
continuity of business operations. 


Succession Duties 

When a sole proprietor or partner 
in a business dies, the inventory of his 
estate will include his share in the net 
assets of the business at the date of 
his death. This is not necessarily the 
same as the balance in his capital ac- 
count in the financial statement pre- 
pared at that date because succession 
duty officials will probably insist on 
a revaluation of some of the assets, 
particularly real estate. 

The item included in the inventory 
of the estate of a principal share- 
holder in a limited company is the 
value of the shares held by him at the 
date of death. When shares are 
listed on a recognized stock exchange 
or are traded even though unlisted, a 
satisfactory valuation can be made 
without much difficulty. However, in 
the average company being discussed 
here, the shares are usually not listed 
or traded and so their valuation must 
be set on some other basis. Such valu- 
ation is not necessarily equal to book 
value because the earning record of 
the company may result in either a 
higher or lower valuation. The im- 
portance of the deceased shareholder’s 
contribution to the business operation 
may also be a factor. 

If the same principles of valuation 
are used, there is seemingly little dif- 
ference in the succession duties pay- 
able for either type of business owner- 
ship. Whatever advantage there may 
be seems to lie with the incorporated 
company especially when shares are 
listed or traded or where there are 
preferred shares. 
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Credit Rating 

Since a limited company is a sep- 
arate legal entity, it must make its 
own arrangements for a line of credit 
with its banker. It is quite usual for 
the banker to request personal guar- 
antees from the principal shareholder 
or shareholders, thus eliminating lim- 
ited liability as far as any bank loan is 


concerned. This policy depends main-. 


ly on the working capital position of 
the company which is influenced by 
whether or not all cash assets of a 
business are transferred to the com- 
pany. 

Ordinary creditors would appear to 
have less security in a limited com- 
pany than with an unincorporated 
business, but the past record of the 
business in payment of accounts will 
have a bearing here. Some extra 
prestige may exist in an incorporated 
business as far as both creditors and 
customers are concerned, but this is 
mainly psychological and difficult to 
measure. 

It can be concluded on the whole 
that credit problems are about the 
same in each type of structure and 
do not pose a serious problem in mak- 
ing a decision concerning incorpora- 
tion. 


Personal Considerations 

In advising a businessman whether 
or not to incorporate his business, a 
public accountant should find out 
whether personal investments and 
speculations have been included in 
the business affairs. When a sole 
proprietor has paid tax on the taxable 
income for any year, the balance left 
may be accumulated in the business 
or withdrawn as he sees fit without 
any additional tax liability. This gives 
him a measure of independence from 
government authority which a prin- 
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cipal shareholder in an incorporated 
company does not enjoy. The latter 
will receive a salary which may be 
varied by payment of bonuses or 
otherwise but should be commensur- 
ate with the services rendered to the 
company. The company is responsi- 
ble for deducting income tax from 
such salary and bonus, and where the 
salary is low it may be required to 
deduct unemployment insurance. In 
addition, cash dividends may be de- 
clared and paid to shareholders and 
eventually distributions of tax-paid 
undistributed income may be made. 


The company must hold at least one 
directors’ and shareholders’ meeting 
per year, minutes of which will be 
kept. It will be required to file an an- 
nual return for which a nominal fee is 
payable based on authorized capital 
and a return of changes in directors 
and a transfer tax return covering the 
transfers of shares, if any. These re- 
turns are in addition to Canadian gov- 
ernment returns of taxable income 
and information returns concerning 
employees, dividends, etc. and pro- 
vincial government tax returns, where 
applicable. 


All these points, when explained to 
a prospective incorporator, may con- 
vince him that any tax saving or 
other benefit to be derived from in- 
corporation is not worthwhile. One 
final disadvantage which should be 
emphasized is that a principal share- 
holder cannot borrow money from the 
company except under certain limited 
circumstances as set out in the In- 
come Tax Act without running the 
risk of being taxed upon the amount 
of the loan. If a businessman, after 
consideration, is not convinced that 
incorporation is desirable for his busi- 
ness, it would be advisable for him 
to postpone any action because it 
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usually entails just as much time and 
expense to surrender a charter as to 
secure one. 


Sundry Advantages 


There are a few advantages to the 
owners of limited companies which 
are not available in other types of 
ownership. For instance, if a business 
has an approved pension plan, it may 
not claim as deductions for tax pur- 
poses any payments made on behalf 
of a proprietor or partners. However, 
these may now make certain deduc- 
tions for payments to approved an- 
nuities. This same condition exists for 
group hospitalization and group in- 
surance plans. It is true that there 
are limitations in the amounts allow- 
able both to the company and to the 
employee, but they are now large 
enough to be of substantial benefit 
over a period of years. 

There seems to be a belief that in- 
corporated companies are allowed 
larger expenses for such items as en- 
tertainment of customers, promotion 
of business and travelling expenses. 
This notion is probably based more 
on conjecture than on actual fact be- 
cause incorporated companies usual- 
ly do a larger volume of business 
than others in the same field and con- 
sequently could be expected to have 
higher expenses of this type. 


Taxation 

Below are set out three examples 
showing the tax payable under differ- 
ent circumstances. Examples 1 and 2 
cover small businesses and example 
3 a medium-sized business. 

It is assumed that each owner, 
whether a sole proprietor or a partner, 
is entitled to married status with no 
dependants and that he is under 65 
years of age. It is also assumed that 
he has no income other than from 


his business and such deductions as 
charitable donations and medical ex- 
penses have been ignored. Personal 
income tax includes old age security 
tax, surtax on investment income and 
gives credit for the deduction of 20% 
of net dividends from the com- 
pany where applicable. Corporation 
income tax, including old age se- 
curity tax, is calculated at 20% 
on the first $20,000 of income and 47% 
on any additional income. Tax on un- 
distributed income is calculated at 15% 
of one-half of company income after 
income tax on the assumption that the 
other half has been distributed as a 
dividend in a previous fiscal period. 
Tax rates applicable to the year 1956 
have been used in all cases. 


It is evident that a sole proprietor 
who incorporates makes a substantial 
tax saving which diminishes as larger 
distributions of company net income 
are made. This saving varies from 
$4,100 when a salary of $10,000 is 
withdrawn to $1,486 when total dis- 
tribution of company income is made. 
It should be remembered that the dis- 
tribution of tax-paid undistributed in- 
come cannot be made until a fiscal 
period following the one in which the 
ordinary dividend was paid. In prac- 
tice, the payment of ordinary divi- 
dends and the election to pay the 15% 
tax on undistributed income may be 
made annually, accumulated, or post- 
poned indefinitely depending on the 
financial circumstances of the com- 
pany. 

If this business is owned by two 
equal partners, incorporation would 
bring about a much smaller tax sav- 
ing. Again there is a variation from 
$1,300 or $650 each, when salaries of 
$5,000 each are withdrawn, to a tax 
loss of $48 on total distribution. How- 
ever, it should be noted that the total 
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(a) One Owner 
Unincorporated ...... 
Incorporated—Salary $10, 000 

—no distribution .......... 
Incorporated—Salary $10,000 
—dividend of 50% of company in- 
poms BHOr ROE. 2.2. aco siwe ss 
Incorporated—Salary $10,000 
—dividend of 100% of company in- 
come after tax : 
Incorporated—Salary $10, 000 
—dividend of 50% of company in- 
come after tax and conversion of 
balance of profits into tax-paid 
undistributed income! . 


(b) Two Equal Partners 
Unincorporated ..... 
Incorporated — Sedentes $10, 000 
—no distribution ...... 
Incorporated—Salaries $10, 000 
—dividend of 50% of company in- 
come after tax ......... 
Incorporated—Salaries $10, 000 
—dividend of 100% of company in- 
Gomme eiter tax ..........:. 
Incorporated—Salaries $10, 000 
—dividend of 50% of company in- 
come after tax and conversion of 
balance of profits into tax-paid 
undistributed income! 


(c) Two Equal Partners 
Unincorporated . 
incorporeied-—~Galesics $5, 000° 

—no distribution ...... 
Incorporated—Saleries $5,000 
—dividend of 50% of company in- 
come after tax 
Incorporated—Salaries $5, 000 
—dividend of 100% of company in- 
come aiteritar 6c... 2. seeds. 
Incorporated—Salaries $5,000 
—dividend of 50% of company in- 
come after tax and conversion of 
balance of profits into tax-paid 
undistributed income! ......... 


Example 1 
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NET INCOME $30,000 


Personal Corporation Tax on 
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Income Income Undistributed Total 

Tax Tax Income Taxes 

9,660.00 —— —_—— $ 9,660.00 
1,560.00 $ 4,000.00 — 5,560.00 
2,974.00 4,000.00 —_— 6,974.00 
5,134.00 4,000.00 — 9,134.00 
2,974.00 4,000.00 $1,200.00 8,174.00 
6,320.00 —_— — $ 6,320.00 
3,120.00 $ 2,000.00 _— 5,120.00 
3,440.00 2,000.00 — 5,440.00 
4,088.00 2,000.00 —_— 6,088.00 
3,440.00 2,000.00 $ 600.00 6,040.00 
6,320.00 _— ee $ 6,320.00 
1,020.00 $ 4,000.00 — 5,020.00 
1,168.00 4,000.00 oe 5,168.00 
2,148.00 4,000.00 —_— 6,148.00 
1,168.00 4,000.00 $1,200.00 6,368.00 


1 Tax-paid undistributed income may be distributed free of tax to the shareholders by 
way of stock dividend in redeemable preferred shares and the redemption thereof. 
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tax is $220 less with salaries of $5,000 
when all company net income is dis- 
tributed as an ordinary dividend 
than it is by electing to pay the 15% 
on undistributed income. The total 
tax is also less when salaries are set 
at $10,000 rather than $5,000 if total 
distribution is to be made. 


In this example, incorporation 
would result in a definite tax advan- 
tage to the sole proprietor but would 
be of little value to a partnership. 


In example 2 there is again a tax 
saving with incorporation which di- 
minishes as larger distributions of 
company income are made. It also 
may be noted that the total tax is 
less when a salary of $30,000 is paid 
to the owner because the company is 


not subject to the 47% tax rate on any 
part of its income. Incorporation of 
this business would definitely be ad- 
vantageous from a tax viewpoint. 


In example 3 incorporation results 
in tax advantages which rapidly dis- 
appear as larger distributions of com- 
pany income are made. However, the 
savings obtained are not in proportion 
to those in example 2 because a larger 
part of the company’s income is sub- 
ject to the 47% tax rate. In fact, if a 
single owner's salary could be justified 
at $80,000 the total taxes payable 
would be less than the $47,514 
shown above on total distribution. 

Individuals and corporations are 
subject to provincial income tax on 
income earned in the Province of 


Example 2 
NET INCOME $50,000 — ONE OWNER 
Personal Corporation Taxon 
Income Income Undistributed Total 
Tax Tax Income Taxes 
(a) Salary $20,000 

RIUINOGRSORRION 5 o.oseioc coms ceeccoaaes $19,660.00 —_— _— $19,660.00 
Incorporated—no distribution ........ 5,210.00 $ 8,700.00 — 13,910.00 
Incorporated—dividend of 50% of com- 

pany income after tax .............. 8,172.00 8,700.00 ee 16,872.00 
Incorporated—dividend of 100% of 

company income after tax .......... 11,580.00 8,700.00 —— 20,280.00 
Incorporated—dividend of 50% of com- 

pany income after tax and conver- 

sion of balance of profits into tax- 

paid undistributed income ......... 8,172.00 8,700.00 $1,597.50 18,469.50 

(b) Salary $30,000 

RPMI ois cca sy o bid Saas due Xe $19,660.00 _— _— $19,660.00 
Incorporated—no distribution ......... 9,660.00 $ 4,000.00 _— 13,660.00 
Incorporated—dividend of 50% of com- 

pany income after tax ............. 12,124.00 4,000.00 —_— 16,124.00 
Incorporated—dividend of 100% of 

company income after tax .......... 14,884.00 4,000.00 —_— 18,884.00 
Incorporated—dividend of 50% of com- 

pany income after tax and conver- 

sion of balance of profits into tax- 

paid undistributed income ........ 12,124.00 4,000.00 $1,200.00 17,324.00 
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Example 3 
NET INCOME $100,000 
Personal Company Tax on 
Income Income Undistributed Total 
Tax Tax Income Taxes 
(a) One Owner — Salary $30,000 
er RIORDIE 6 a sds deh swh~ ss $48,460.00 _— _— $48,460.00 
Incorporated-—no distribution ...... 9,660.00 $27,500.00 —— 37,160.00 
Incorporated—dividend of 50% of com- 
pany income after tax ......... 16,826.50 27,500.00 —— 44,326.50 
Incorporated—dividend of 100% of 
company income after tax ......... 25,214.00 27,500.00 — 52,714.00 
Incorporated—dividend of 50% of com- 
pany income after tax and conver- 
sion of balance of profits into tax- 
paid undistributed income 16,826.50 27,500.00 $3,187.50 47,514.00 
(b) Two Equal Partners 
—Salaries $25,000 each 
Unincorporated .. Rarer ees $39,320.00 _— _— $39,320.00 
Incorporated—no distribution 14,720.00 $18,100.00 _—— 32,820.00 
Incorporated—dividend of 50% of com- 
pany income after tax ............ 19,432.00 18,100.00 —— 37,532.00 
Incorporated—dividend of 100% of 
company income after tax .......... 24,536.00 18,100.00 —_—— 42,636.00 
Incorporated—dividend of 50% of com- 
pany income after tax and conver- 
sion of balance of profits into tax- 
paid undistributed income .......... 19,432.00 18,100.00 $2,392.50 39,924.50 


Quebec and are entitled to de- 
ductions from federal income tax 
which may be more or less than the 
taxes actually paid to that province. 
Recently the Province of Ontario has 
also introduced a corporations tax. 
These taxes are not included here. 
A small or medium-sized business 
which is commencing operations or 
planning expansion will find it ad- 
vantageous to incorporate because it 
is less costly to accumulate surplus 
funds. Businesses which do not re- 
quire additional capital may not find 
much advantage from a tax view- 
point, but there may be other reasons 
for so doing. The circumstances of 
each business must be taken into con- 


sideration because there is no hard 
and fast rule which can be applied. 
When a decision to incorporate has 
been made, thought must be given 
to the business assets to be acquired 
by the company, classes of capital 
stock to be authorized and issued, 
whether or not to apply for a federal 
or a provincial charter, etc. These are 
more or less the mechanics of in- 
corporation. 

It is important for the owners or 
partners of unincorporated businesses 
to keep informed of changes in 
federal and provincial Tax and 
Companies Acts. In this way, they 
will continue to be up to date on any 
advantages of incorporation. 
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The Case for a Central 
Securities Agency 


D. A. WILLIAMS 


Ir taxes little reflection to realize 
that the present day cost of handling 
and safekeeping securities is high. To 
illustrate the point, we might examine 
the procedures used at the Toronto 
Stock Exchange which, with approxi- 
mately 100 members, is one of the 
largest in North America. 


Present Procedures 

Each day at the Toronto Stock Ex- 
change all participating firms make a 
settlement by certified cheque for the 
full dollar value of all transactions 
which occurred on the third previous 
day. The total of cheques received 
by the exchange must balance pre- 
cisely to the amount of the cheques 
disbursed to brokers who that day 
have had credit balances. However, 
all is not so easy when it comes to 
making settlement of stock certifi- 
cates between brokers. The exchange 
accepts this responsibility, too, and a 
large staff is engaged in the arduous 
daily task of reviewing thousands of 
share certificates, examining them for 
validity and distributing them to the 
brokers to whom they are owing. To 
balance each day’s work, even with a 
capable staff, is most difficult. 


No sooner are one day’s transac- 
tions settled than the broker's staff 
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must prepare for the next. Quite 
often certificates received by a broker 
from the clearing house one day are 
returned the following day as settle- 
ment of subsequent transactions. 


In certain instances, settlement may 
be made directly between brokers, 
and then messengers are used. Norm- 
ally, however, the broker’s staff de- 
termines the share certificates to be 
delivered to the clearing house each 
day, withdraws them from the safety 
deposit box and makes up receipts 
for what has been prepared for deliv- 
ery. 

Many trust companies have a stock 
transfer department, often of quite 
substantial size. This department 
maintains the share-ledgers for public 
corporations and transfers shares 
when requested by a broker who de- 
livers to them a valid certificate prop- 
erly transferred. In the average cor- 
poration’s share-ledger probably 65% 
to 75% of the transactions occur in 
brokers’ accounts. The trust com- 
panies make a charge to the various 
corporations for maintaining these 
share-ledgers and base their transfer 
fees on the volume of shares trans- 


ferred. 
Thus, each day there are literally 
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thousands of Canadians engaged in 
counting certificates of stock, safe- 
keeping them, transferring them back 
and forth between brokers, banks and 
customers, and delivering them back 
and forth between brokers and the 
clearing house. The cost of all this 
in salaries of messengers, clerks, safe- 
keeping guards, stock-transfer staffs at 
trust companies, and clearing house 
staffs at the exchange amounts to a 
staggering sum annually. 

Who pays for all this? Large corp- 
orations pay transfer fees, which is 
an expense of doing business. Brok- 
ers pay a sizeable part which is, in 
turn, passed on to stock purchasers in 
the form of brokerage fees. The net 
result is that the shareholder pays this 
exorbitant cost in one way or the 
other. 


A Suggestion for Improvement 

A central securities agency should 
be set up for settlement of stock certi- 
ficate debts by cheque or similar 
document. Its customers would be 
restricted to the following types of 
concerns: 

Registered stock brokers 

Banks 

Insurance companies 

Trust companies. 

Each customer would deposit with 
the central securities agency the stock 
certificates which he presently holds 
in his box and would have his dupli- 
cate deposit slip stamped or receipt- 
ed by the central agency’s teller. Led- 
ger accounts would be opened for 
each customer for each different 


stock, and postings would be made to 
the ledger accounts in the usual way. 
To deliver 25 shares of XYZ Corpora- 
tion from A to B, a “stock cheque” 
would be made out drawn on the 
central securities agency, requiring it 
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to transfer from the account of A to 
the account of B 25 shares of that 
corporation. Such stock cheques 
could be the means of settling all ac- 
counts through the stock exchange 
clearing house each day and would 
make the task almost comparable with 
the daily settlement of cash balances. 

The central securities agency 
would gather up the thousands of 
certificates deposited for each corp- 
oration and exchange them for one 
certificate worth the sum total of all 
shares on deposit. (In actual fact it 
would keep a few small denomina- 
tion certificates on hand for day by 
day withdrawals, etc. ) 

Where a broker or bank wished to 
withdraw a certificate for delivery to 
one of its customers, a withdrawal 
slip would be written out. The basic 
plan would function along the lines 
of a current bank account except that 
amounts would be in quantities of 
shares rather than dollars. However, 
for each of the relatively few custom- 
ers, the agency would have not one 
account per customer but as many 
accounts as that customer held securi- 
ties of different corporations. 

In other words, the central securi- 
ties agency would be a parallel orga- 
nization to the Bank of Canada which 
settles balances between banks by 
banker’s cheques or notes rather than 
by specie. 


Many Advantages 

What would be the advantage of 
all this? Large safety deposit box 
charges would be saved and daily en- 
try would no longer be necessary. 
Messenger staffs would be reduced, 
substantially lowering brokers’ operat- 
ing costs. The stock exchange clear- 
ing house staff could also be reduced 
very considerably. Approximately 
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65% to 70% (estimated ) of stock trans- 
fers would be eliminated with a con- 
sequent reduction of the trust com- 
panies’ staffs and resultant savings in 
transfer fees to all public corpora- 
tions. As large quantities of “street 
name” certificates would no longer be 
exposed daily to brokers’ staffs, the 
risk of theft or loss would be lessen- 
ed. Preparation of receipts for many 
numbered securities would be less 
onerous, as would be the clerical 
work in brokers’ offices. 


Brokers will ask, “Where will we 
get our loans for margin accounts?” 
The answer could well be “From your 
bank as usual”. Instead of depositing 
securities as collateral, a pledge or 
hypothecation form would be pre- 
pared in triplicate by the broker, one 
copy to be receipted by the bank, two 
copies to be sent to the central secur- 
ities agency who will receipt one copy 
for the bank and retain the third 
copy. The central agency, upon re- 
ceiving such advice, would note on 
its records that the security is pledged 
and could not be released without 
“securities release” from the bank 
concerned. The procedure may be 
likened to the certification of a 
cheque by a bank. 


The banks would have to feel con- 
fidence in such a central agency if 
they were to permit security pledges 
without in fact holding the securities 
themselves. It is, therefore, suggest- 
ed that the agency might be owned 
and operated jointly by the banks and 
the stock exchange. The agency 
should so function as to permit com- 
plete information at all times and 
might well be subject to monthly in- 
spection by the banks. Electronic 


machines might be desirable for the 
record keeping operations, in order to 
list the complete status of all accounts 
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each day for later reference and to 
advise the brokers of their status each 
morning. The advantage in the au- 
dit of stock brokers’ accounts would 
be substantial. 


With such information available to 
the stock exchange at all times, it 
would be easier to detect and con- 
trol fraudulent stock manipulations. 


No doubt dividends would have to 
be disbursed through the facilities of 
such an agency, but this would be a 
matter of allocation of amounts pro- 
portionate to shareholdings. 


Preliminary Steps to be Taken 

How should a central securities 
agency be established? It is suggested 
that a committee be formed by the 
stock exchange to examine the feasi- 
bility of a central securities agency 
and that some estimate of the present 
cost be made by determining: 


(a) Brokers’ staffs engaged in cer- 
tificate handling. 

(b) Corporations’ fees paid for 
stock transfers. 

(c) Exchange’s own costs of clear- 
ing stock certificates. 

(d) Bank staffs engaged in hand- 
ling broker securities. 


A selected group of the larger cor- 
porations might be willing to share 
the cost of the study and contribute 
part of the staff for it, as well as 
granting access to their information. 
The banks would be consulted too as 
they might possibly help finance the 
operations and hold ownership of the 
central agency’s shares. 


While the idea of a central securi- 
ties agency is not new, it is never- 
theless of current interest and should 
remain so until a complete study has 
revealed the true savings possible, and 
the advantages of its safety features. 








Wholesale Credit in the 


Canadian Economy 


WILLIAM RUSHTON 


WHOLESALE CREDIT lubricates the ma- 
chinery of our economic life and 
reaches deeply into all phases of the 
business cycle. It enables 27,000 
wholesale establishments to smooth 
the way for healthy operation of 190,- 
000 stores and factories, and breaks 
down barriers of distance, speeds up 
distribution, increases volume and 
maintains production. 


With an annual volume of nearly 
$7 billion, wholesale credit is one of 
the most dynamic forces in our econ- 
omy. It gives control and direction to 
business. Through limitations on 
credit during times of inflation and 
expansion when the turning point in 
a recession has been reached, there is 
a check in the continued movement. 
This indirectly compels the retailer to 
take the same steps, with a conse- 
quent salutary effect on the whole 
economy. 


The facilities of credit are placed 
strategically across Canada by the 
wholesaler and made available to all 
types of business from the manufac- 
turer or producer at one end to the 
retail merchant at the other. On 
the one hand, it enables the mer- 
chant to increase his stocks, to buy 
when he should instead of when 


he can, and to take advantage of all 
sales opportunities. On the other, 
it encourages off-season buying so 
that factories can plan their produc- 
tion schedules for steady employment 
and so reduce prices. Properly ad- 
ministered, it expedites an orderly dis- 
tribution of merchandise and has al- 
most supplanted the use of money in 
mercantile transactions. It is a medi- 
um whereby ownership of goods or 
services is exchanged for a promise 
to pay. 

Although the wholesaler stands be- 
tween the producer and the retailer 
in the market, he frequently buys 
from one manufacturer and sells to 
another. For instance, a dry goods 
wholesaler who purchases piece goods 
in quantity from the factory may in 
turn sell them to manufacturers of 
cotton dresses, as well as to his re- 
tail customers. By buying from sev- 
eral factories, he provides a wider 
selection and quicker service to the 
local manufacturer or retailer. In all 
these transactions wholesale credit 
plays an important part. However, it 
operates only in regard to goods or 
services, whereas labour, overhead 
and other expenses must be financed 
from capital or in other ways. 
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There are some to whom wholesale 
credit is a list of balances in an ac- 
counts receivable ledger, its total rep- 
resenting ratios and _ percentages 
which must be held in predetermined 
relationship to other aspects of the 
business. But to the wholesaler, as to 
the banker, credit is a very personal 
matter. Every transaction involves an 
individual assessment of people, even 
when the customer is a corporation. 
The character in the man is more im- 
portant than characters in a ledger, 
and real worth is vastly more signifi- 
cant than net worth. 


Unlike the banker, the wholesaler 
extends credit without interest if paid 
within the terms of sale, the profit 
from the sale including sufficient to 
carry the account. In reality, he makes 
a short term loan usually running from 
10 to 90 days, with an average of 30 
days, whereas a loan by a bank is 
normally for a season’s needs and often 
runs for one year or more. Sometimes 
special terms are extended from the 
manufacturer through the wholesaler 
to the retailer and even to the ulti- 
mate consumer to move goods in off- 
season periods, due to economies of 
mass production methods. 

In assessing credit risks, the whole- 
saler bases the probability of repay- 
ment on a familiar “rule of thumb” 
termed the three “C’s”: character, ca- 
pacity and capital, valued in that or- 
der. While the banker adds a fourth, 
collateral, the wholesaler rarely takes 
security, it being inherent in the goods 
themselves when they become stock 
on the shelves of the merchant. 


A Credit Association 

To deal with many people in all 
types of business, the wholesaler uses 
the services of a credit manager 
whose function it is to assess with 
some accuracy the financial risk in- 


volved in every transaction. Skilled 
by training and experience, the credit 
manager must be a daily judge of 
character, ability and financial worth. 
Here, passing before him is a kaleido- 
scope of business endeavour com- 
pressed into honesty, capability and 
success as viewed from the past per- 
formance of the credit seeker. 


While the use of credit, like the 
fabled Topsy, has “just growed”, it 
did not develop without control. First 
by barter, then money (introduced 
by the Romans), then bills of ex- 
change, to the various credit instru- 
ments now available, it expanded with 
the need, burgeoning with the Indus- 
trial Revolution. In Canada it came 
under control in 1910 when credit 
managers, decrying the cut-throat 
and unethical business practices ram- 
pant at that time, drew up a credit 
code and formed the Canadian Credit 
Men’s Trust Association. The basis 
of this association was the free ex- 
change of ledger information on the 
paying habits of customers. From 
that small beginning, a gradual 
growth has taken place until at the 
end of 1956 there were 2600 member 
firms in the association representing 
wholesale, bank, legal and service or- 
ganizations across Canada. A high 
standard of business ethics and a 
sense of cooperation is now implicit in 
membership. Information which 
might enable one wholesaler to se- 
cure payment of his account to the 
detriment of others is shared so that 
all may benefit to an equal degree. 
Over the years dedicated credit man- 
agers have found truth in the say- 
ing “There is no competition in 
credit”. 


Education of Credit Managers 
In 1926 the second step forward 
was taken when the association form- 
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ed a subsidiary, The Canadian Credit 
Institute, to provide training for 
credit managers. The Institute, in 
conjunction with the University of 
Toronto, gives the only credit course 
in Canada. This course, of three 
years duration, includes a study of 
commercial law, credits, collections, 
accounting, economics, psychology, 
business English, salesmanship and 
retail trade. The successful student 
who has completed the course and 
spent five years in credit work is 
awarded the degree M.C.I. (Member 
of the Credit Institute). 

The broad business coverage of the 
course, the marking of the final exam- 
inations at university standards and 
the experience requirements ensure 
that a member is a trained assessor 
of credit risks and an astute custodian 
of wholesale credit. Because he must 
keep informed of business conditions 
from local to international levels, he is 
frequently asked for his opinion on 
markets and products. Progressive 
sales departments invite the credit 
manager's appraisal before embarking 
on new sales drives, and an alert 
management includes him in all mat- 
ters concerning marketing. Merch- 
ants, too, depend increasingly upon 
the wholesale credit manager for as- 
sistance in meeting the problems en- 
countered in their businesses. 


Daily Life of the Credit Manager 

The duties of the credit manager 
may be grouped generally into five 
services: (1) opening new accounts, 
(2) authorizing day-to-day sales on 
credit, (3) collecting accounts when 
due, (4) administering the credit side 
of the wholesale function harmonious- 
ly with all departments of the com- 
pany, and (5) acting as business ad- 
viser in an educational role. 


There is no such thing as “credit 
granting’, according to Henry Hei- 
mann of New York, general manager 
of the National Association of Credit 
Men. In opening accounts, the credit 
manager must decide on the worthi- 
ness of every prospective customer 
who offers his credit for the com- 
pany’s goods or services. He does 
this by personal interview, when pos- 
sible, and judges character by asking 
for information on the credit seeker’s 
background, previous business experi- 
ence and position in his community. 
He estimates the man’s capacity, that 
is his probability of making a profit 
in his enterprise, and obtains refer- 
ences for further checking. He dis- 
cusses his line of business, its public 
acceptance, its location and all per- 
tinent details to enable him to “size 
up” the man. 

Next, the credit manager obtains 
financial statements so that he may 
assess the amount of credit the pros- 
pect has available. He must consider 
known ratios such as working capital, 
stock turnover and age of receivables 
and payables. The statements are 
much more dependable if they have 
been reported upon by a chartered 
accountant and the customer is ad- 
vised to follow this procedure. 


The credit manager also uses sales- 
men’s reports. He draws up a simple 
form and instructs the salesmen how 
to get sufficient credit information 
when opening new accounts. 


Consultation with other credit man- 
agers given as references or through 
Association contacts is often helpful. 
Lastly, the credit manager confirms 
his findings by reference to the mer- 
cantile reports of Dun & Bradstreet 
of Canada and seeks further informa- 
tion on the prospect’s background and 
records of any securities or liens reg- 
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istered against his assets, as well as 
facts concerning his previous business 
activities. He refers to the “clearing 
reports” of the Canadian Credit Men’s 
Trust Association for a summary of 
the actual ledger experience of other 
suppliers, the detailed and stark truth 
of a prospective customer’s paying 
habits. 

During the personal interview and 
when acknowledging receipt of finan- 
cial statements, the credit manager is 
in a position to offer helpful sugges- 
tions from the wealth of his own ex- 
perience which may make a consider- 
able contribution to a merchant’s suc- 
cess or prevent him from suffering 
losses. In consultation with other 
credit managers, and also in using the 
facts available in the mercantile re- 
ports, losses to supplying firms are 
frequently avoided and _ economic 
wastage reduced. 


Credit Supervision 

The credit manager, having defined 
terms of sale and established credit 
limits, turns the new customer over 
to the sales department in a receptive 
frame of mind and then applies him- 
self to the daily supervision of estab- 
lished accounts. The accounts re- 
ceivable are one of the firm’s largest 
liquid assets and only one step re- 
moved in the business cycle from 
cash. They must, therefore, “turn 
over” constantly, and this requires 
eternal vigilance by the credit de- 
partment staff. 

The credit manager should have a 
good memory and readily accessible 
records so that in the volume of sales 
orders passed to him for credit author- 
ization, he may keep each customer’s 
account within the agreed limit of 
credit. When that limit has been 


reached, he must be tactful in obtain- 
ing payment while retaining good- 


will. A good bookkeeping system is 
required as well as prompt posting of 
accounts, methodical follow-up on col- 
lections by statements, letters, tele- 
phone calls, personal visits, salesmen’s 
calls and many other procedures. 
There must be a complete and up-to- 
date credit file for every customer 
containing memoranda taken when 
opening the account, mercantile re- 
ports renewed periodically, excerpts 
of all legal transactions affecting the 
customer, newspaper clippings and 
any other pertinent information. 
Proper control requires the periodic 
aging of accounts for statistical and 
collection purposes. 

When collection measures become 
necessary, the credit manager must 
know the various courses open to him, 
as many approaches are used before 
resorting to legal proceedings. How- 
ever, when the latter course is decid- 
ed, it must be followed through with 
resolution, for nothing is so harmful 
to respect and to results as to threaten 
suit idly. 


Collection Duties 

In supervising customers’ accounts, 
the credit manager works in close 
liaison with all departments of the 
wholesaler. Errors or omissions in 
packing, assembling or shipping, com- 
plaints or requests concerning trans- 
portation, recommendations as to pro- 
duct design or packaging and lines 
purchased, suggestions on processing 
paper work, delineation of company 
policy all cross the credit manager’s 
desk in his daily dealing with cus- 
tomers. 


Credit Legislation 

Wholesale establishments keep a 
watchful eye on legislation affecting 
credit, and working through legal 
and legislative committees of the pro- 
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vincial divisions of the Canadian 
Credit Men’s Trust Association keep 
under constant scrutiny all such Acts 
of both provincial and federal gov- 
ernments. 

In the Association, particularly in 
the industry and trade groups into 
which each division is divided, there 
is free discussion at regular intervals 
of all matters pertaining to wholesale 
credit as it affects each industry. 


A Steadying Factor 

Wholesale credit is a vital part of 
the fabric of business, adding strength 
and elasticity to trade; and, through 
expert administration, it is a steadying 
factor — a powerful behind-the- 
scenes leveller — of the peaks and 
valleys in our economy. Govern- 


ments and their controlled banks take 
forthright and often drastic action to 
regulate the money market, with di- 
rect and indirect curbs on spending, 
but suppliers supplement these con- 
trols by adjusting their own credit 
policies. They restrict credit in times 
of inflation and expand it when the 
wheels of industry slow down, often 
in anticipation of a government mea- 
sure. In a less dramatic way than 
others they have all along maintained 
a self-discipline in the use of mer- 
cantile credit which, in turn, gives the 
lead to consumer credit policy. 

The “oil” for the machinery of a 
quarter of our national product—$7 
billion of it—flows through the pipe- 
line of wholesale credit swiftly, 
smoothly, under control and directly 
to the right market. 


TO EACH HIS OWN 
Few businessmen are able writers. Many leaders in business today lack 


a university education, or have specialized in fields that exclude the attainment 
of real facility with language. The ability to write easily and with style, to 
make imaginative use of vocabulary, comes from these three things: much 
practice in writing (if possible, under the critical eye of a teacher, editor, 
or literate superior), a good knowledge of English grammar and Latin roots, 
and wide reading of the English classics. 

When one asks how many businessmen can qualify in all three respects, 
the answer is obvious. This is not necessarily a cause for dismay. Adam 
Smith would certainly not have said that a design engineer and the superin- 
tendent of a factory are any less valuable to society because they are ignor- 
ant of Latin grammar or the poetry of Tennyson. Each to his own. Per- 
haps only the Superexecutive, of whom there are few, needs literate capa- 
bilities, and even he hires specialists to write for him. 

—A. J. E. Child, Vice-Pres. and Treasurer, 
Canada Packers Ltd., in The Harvard Business 
Review, March-April 1957. 
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Accounting Research 


The following article by Frank S. 
Capon, C.A. deals with the risk factor 
in depreciation, with some references 
to the application of Bulletin No. 10 
procedures. Mr. Capon is secretary 
and treasurer, Du Pont Company of 
Canada (1956) Ltd., Montreal. 


PROVIDING FOR THE OBSOLESCENCE 
Risk 


Depreciation accounting is a part 
of the accounting system dealing with 
the recording and allocation of de- 
ferred costs. Costs are not necessarily 
charged against revenues in the peri- 
od in which they are incurred or 
paid. Any cost may be deferred if 
it originates in a justifiable expendi- 
ture and represents a factor from 
which a future benefit can reasonably 
be expected. The importance of 
matching the cost against the revenue 
directly attributable thereto tran- 
scends the urge to write off costs as 
soon as they happen to be incurred 
or paid. 

The investment in manufacturing 
plant is not a value, but represents 
costs held in suspense waiting to be 
matched against revenues from the 
sale of the goods manufactured in 
the plant. Depreciation accounting is 
the process of allocating plant acqui- 
sition costs against the related reven- 
ues from products manufactured in 
the plant. It is primarily a matter of 
economic measurement, rather than 
physical measurement, since there is 
no way of determining the extent to 
which a plant is physically consumed 
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in the production process in any peri- 
od. With reasonable maintenance, a 
plant may be in better physical shape 
at the end of a period than at the be- 
ginning, yet it is still one year closer 
to retirement, whether this is due to 
wear and tear, obsolescence or mis- 
chance, and has therefore depreciated 
in the economic sense during the 
period. 

Alternatively, a plant may be built 
to meet an immediate demand for a 
product with the full knowledge that 
the product will be obsolete long be- 
fore the plant is worn out; in such a 
case the construction cost is justified 
economically by profits in the im- 
mediate future, and a high deprecia- 
tion rate should be applied in early 
years without regard to physical life 
of the plant. A plant constructed to 
produce a product for which a stable 
continuing market can be foreseen 
(such as a power plant) should be 
depreciated at an even rate over its 
estimated lifetime since the economic 
considerations governing its construc- 
tion were based on the assumption of 
a long productive life at a relatively 
steady volume of output. 


Since the primary concern of in- 
come accounting (as opposed to cap- 
ital accounting) is the determination 
of the true net income for each peri- 
od arrived at by deducting from the 
revenues for the period all the costs 
properly applicable thereto, it follows 
that corporate accounting standards 
call for depreciation to be calculated 
as accurately as possible in each 
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period. Unfortunately from the ac- 
counting viewpoint, considerations in 
the financial, economic or taxation 
fields often conflict with this rule. 
When such conflict occurs, it is neces- 
sary to appraise the conflicting factors 
carefully and objectively, and on oc- 
casion it may be impractical to force 
the accounting standard to overrule 
the economic consideration. Usually, 
however, the accounting standard of 
accurate depreciation measurement 
is found to be soundest from all 
angles over a period of years. 


The real problem is the determina- 
tion of the proper cost for deprecia- 
tion in each period. As mentioned 
above, depreciation is a question of 
economic rather than physical mea- 
surement, because manufacturing 
plant is usually consumed economic- 
ally (obsolescence) rather than phys- 
ically (wear and tear) in the course 
of producing goods. There are a 
number of accepted methods of cal- 
culating depreciation, such as straight 
line, decreasing balance, unit cost and 
others. Each of these methods is 
valid under specific circumstances, 
and usually one is clearly best suited 
to a particular set of circumstances. 


If wear and tear losses for a par- 
ticular year are hard to estimate, ob- 
solescence losses are surely harder. 
Nevertheless, the accountant cannot 
escape his responsibility to make such 
estimates. For the newer and rapid- 
ly growing industries, such as the 
chemical industry, for example, we 
find repeated statements that sales 
for the year are composed as much 
as 50% or more of products which 
were newly introduced within a peri- 
od such as ten years. Such rapid 
product changes indicate the extent 
of the obsolescence problem, for pro- 
cess and product changes with the at- 


tendant changes in plant machinery 
and equipment are usually heaviest 
in the early years of any new de- 
velopment. 

A rationalization of the obsolesc- 
ence - depreciation accounting prob- 
lem by one chemical company may 
well have applications elsewhere. Re- 
cognizing that economic loss of value 
(obsolescence) and physical deterior- 
ation (wear and tear) are both fac- 
tors that must be measured for pur- 
poses of calculating the provision for 
depreciation, the company developed 
a relatively simple formula which 
combines the two factors in a specific 
rate for each plant to replace the 
straight line depreciation policy pre- 
viously followed. 

The factors in the depreciation 
equation are: 

(a) the estimated useful life of a 

plant 

(b) the degree of risk of obsolesc- 

ence in the early years. 

Studies of past experience confirm- 
ed that obsolescence losses were 
much greater in the early years of a 
plant manufacturing a new product 
than for a new plant built to supply 
the expanding market for a well es- 
tablished product. It was also found 
that selling price policies in fact re- 
cognize this experience, in that prices 
of new products are set if possible at 
levels sufficiently high to allow for 
such losses, with these prices being 
reduced as the process settles down 
and the risk of loss decreases. 

The decreasing balance method of 
providing depreciation is an obvious 
answer and simple to employ. How- 
ever, sample calculations showed 
that rates would have to be too high 
in the early years if the cumulative 
provisions over 10 to 15 years were to 
be adequate, since provisions de- 
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crease very rapidly after the first few 
years. It is a settled company policy 
that depreciation rates be set at levels 
which will write off the total cost of 
plant over a conservative estimate of 
useful life, and this could not be met 
with decreasing balance depreciation 
alone. 


The answer adopted was to com- 
bine a decreasing balance provision 
(for obsolescence) with a straight 
line provision (for wear and tear) 
using a formula that would write off 
the total cost of plant over its esti- 
mated useful life, usually from 15 to 
20 years. The combined rate applied 
to the depreciated investment in the 
early years is set at from 9% to 12% 
or possibly 15% depending upon the 
degree of obsolescence expected for 
the plant. This rate is then applied 
until the provision as a percentage of 
original investment decreases to the 
predetermined straight line rate, 
usually from 4% to 6% depending up- 
on the estimated useful life of plant. 
At this time, provisions are switched 
to the straight line rate on the theory 
that adequate cumulative obsoles- 
cence provisions have been made. 


There are several factors which 
must be constantly watched in such 
a system, including the following con- 
siderations: 

(a) A change in conditions which 
materially affects the expected 
obsolescence estimates makes it 
necessary to reconsider the de- 
creasing balance rate factor. 

(b) A change in conditions which 
materially affects the expected 
useful life of plant makes it ne- 
cessary to reconsider the straight 
line rate factor. 

(c) Once the total cumulative provi- 
sion reaches 75% to 80% of the 
original cost, the estimate of use- 
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ful life should be re-examined 
and the straight line rate then in 
effect should be adjusted to give 
effect to the then estimated use- 
ful life. 


By using this system, obsolescence 
risks are provided for in the early 
years of new plant operation, when 
experience shows they are most likely 
to occur. If such losses are suffered, 
the ratio of cumulative provision to 
original cost remains low because the 
losses have been charged against the 
provision, and the decreasing balance 
rate remains in effect. If the losses 
are not suffered in the early years the 
obsolescence provision stops and the 
cumulative amount is held to cover 
such obsolescence or wear and tear 
losses as may subsequently occur. If 
a major loss occurs some time after 
the straight line rate has come into 
effect, it may reduce the ratio of 
cumulative provision to cost of plant 
sufficiently to cause the higher de- 
creasing balance rate to come back 
into use. In such a case, so major a 
plant revision would probably bring 
with it an increased obsolescence risk 
at least for a limited period. 


This formula, combining the de- 
creasing balance and the straight line 
depreciation theories, is a rational 
way of providing for both obsoles- 
cence and wear and tear losses, par- 
ticularly for plants producing rela- 
tively new products. It allows a pro- 
vision for obsolescence in the early 
years when the risk is greatest, and 
it allows for continuous wear and tear 
on a straight line basis throughout the 
useful life of plant. By establishing 


a formula rate structure that applies 
throughout the useful life of plant, it 
makes it unnecessary to review the 
rate except for significant changes in 
the assumptions on which the rates 
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were calculated. It probably results 
in conservatively high depreciation 
provisions, but the dangers of 
overproviding depreciation are much 
less than the dangers of underprovid- 
ing. It gives accounting recognition 
to the economic principle observed in 
selling price policies that obsoles- 
cence risks are highest in the early 
years of a new product, and thus it 
minimizes the overstatement in profits 
during such periods. 


Adoption of such a depreciation 
accounting principle would probably 
have been difficult some years ago 
because provisions allowed for tax 
purposes on the old straight line 
rates would not have been sufficiently 
high to cover the initial decreasing 
balance provisions. However, pres- 
ent capital cost allowances on the de- 
creasing balance basis are adequate 
to allow for this type of provision 
which has been adopted as the sound- 
est accounting method for allocating 
by years the cost of plant which is 
considered subject to obsolescence 
risk. Inasmuch as this depreciation 
accounting policy parallels relatively 
closely the capital cost allowance 
structure, at least for the first five or 
six years of life of new plants, it 
minimizes the problems covered by 
Bulletin No. 10 of the Committee on 
Accounting and Auditing Research. 
The problem remains, however, for 
when the depreciation provisions are 
switched over to the straight line 
basis the cumulative provision soon 
exceeds the cumulative capital cost 
allowance. This is particularly so be- 
cause depreciation provisions in the 
early years have been much higher 
than would have been the case on the 
straight line basis. 

Therefore, even though the formula 
combining obsolescence and wear 


and tear provisions into a deprecia- 
tion policy based jointly on decreas- 
ing balance and straight line rates 
minimizes the tax effect of the dif- 
ferences between depreciation and 
capital cost allowances, the differ- 
ences remain. These differences pro- 
vide management with an arbitrary 
means of varying the tax bill for any 
particular year, but honest estimates, 
based on the assumption that income 
tax will continue to be levied at about 
today’s rate, all show that a variation 
of today’s taxes brought about by 
juggling depreciation provisions and 
capital cost allowance claims will in- 
evitably be offset at some future date 
by a corresponding variation in the 
opposite direction. While there are 
necessarily many estimates used in 
arriving at net income for the year, 
not the least of which is the depre- 
ciation provision itself, accounting 
standards require that such estimates 
must at all times be honest estimates. 
Thus, if a company’s estimates show 
that the tax “saving” gained today be- 
cause capital cost allowances exceed 
depreciation will be lost at some fu- 
ture date because of the logical rela- 
tionship between these figures in fu- 
ture, it seems proper to show the am- 
ount of such a “saving”, as required 
under Bulletin No. 10, and to ear- 
mark the amount either as a reserve 
for future taxes or at least as allocat- 
ed surplus not available for divi- 
dends. 

The important point, as emphasiz- 
ed in the bulletin, is that sharehold- 
ers should at least know the extent 
to which management discretion has 
been used to vary the tax liability if 
such a variation is likely to be off- 
set by a reverse charge at some in- 
determinate future time. 
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SHAREHOLDERS RELATIONS PROGRAMS — (concluded) 
Gertrude Mulcahy, B.A., C.A. 


From last month’s discussion it is 
apparent that interim financial report- 
ing can be and is gradually being ac- 
cepted as an effective means of de- 
veloping and maintaining good share- 
holders’ relations. Consideration is 
now given to the information which 
is usually included in this type of re- 
port and to other techniques develop- 
ed by Canadian management to 
maintain shareholders’ confidence and 
to cultivate investors’ acceptance. 


Content of Interim Reports 


In interim financial reporting, the 
emphasis is on current operating re- 
sults because they are most indicative 
of the general trend and development 
in the shareholders’ investments. The 
requirements of the New York Stock 
Exchange and the semi-annual and 
quarterly filing regulations of the 
Securities & Exchange Commission 
relate specifically to earnings. 

The actual details and methods of 
presentation, adopted by Canadian 
companies who are issuing interim 
reports, vary considerably. In order 
to provide an indication of the type 
of financial information currently be- 
ing included, a selection was made of 
ten of the interim reports received 
at the C.LC.A. office during 1956. 
The following schedule summarizes 
the type of financial disclosure used: 

3 — complete set of comparative financial 
statements with president’s report 
therein. 

4 — detailed comparative statement of op- 
erations with president’s comments. 

2 — brief comparative summary of opera- 
tions with president’s comments. 

1 — letter from president commenting on 
the comparative operating results and 
other general information. 


10 


In all cases, comparative figures 
for the same period in 1955 were 
presented. Where the report was on 
a quarterly basis, the figures for 1955 
and 1956 were presented on a cumu- 
lative basis for the portion of the year 
expired at the end of the quarter. 
However, in two cases, comparative 
figures for the operating details of 
the current quarter were included as 
well. 


Seven of the ten reports set out 
revenue from sales either in the act- 
ual financial statement and sum- 
maries or in the president's com- 
ments. In one case, disclosure was 
made of gross operating profit, which 
was described as “total revenue less 
cost of materials and labour, power, 
freight and all other operating ex- 
penses”. The tons of newsprint sales 
shipped to customers were set out. 
In the remaining two reports, the op- 
erating results were summarized very 
briefly, with no indication of the sales 
figures. In one of these, however, 
the president commented on the per- 
centage increase in certain types of 
sales over the same period in 1955. 


In all but three reports, compara- 
tive figures of earnings per share of 
capital stock outstanding at the end 
of the respective periods were dis- 
closed. The amount of actual divid- 
dends declared to date during the 
fiscal year and during the same 
period in 1955 was set out in seven of 
the ten reports. 


Specific references to the current 
working capital position either in the 
financial summaries or in the presi- 
dent’s comments were made in three 
cases. Similar information was avail- 
able in two other cases by reason of 
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the presentation of comparative bal- 
ance sheets in the interim report. 

In five cases, the figures included 
were clearly noted as unaudited or 
subject to year end audit adjustments, 
and in two other cases, the figures 
were referred to as “estimates”, there- 
by avoiding any implication that the 
information was an exact accounting. 

The president's comments included 
in the ten interim reports covered 
general and specific aspects of such 
things as changes in the company’s 
capital stock, current expansion in 
company’s operating facilities and 
future expansion programs, income 
tax provisions, and future trend in- 
dicated by current figures. 


Other Techniques 

Regular financial reporting is only 
one element in a continuing share- 
holders’ relations program, Cana- 
dian companies have followed other 
noteworthy techniques to maintain 
shareholders’ confidence and to cul- 
tivate investors’ acceptance. For 
example, the management of some 
companies have followed the policy 
of providing the shareholders with 
significant data on the full year’s op- 
erations considerably in advance of 
the regular annual report. In view 
of the fact that the annual report fre- 
quently does not reach the share- 
holders until some three to six months 
after the fiscal year end date, this 
review is very helpful to the share- 
holders, although it presents some 
risks as to variations from the subse- 
quent annual report. The letter from 
the president of Ford Motor Com- 
pany of Canada Limited, which goes 
to the shareholders around the middle 
of February each year, and the sum- 
mary of results, which accompanies 
the dividend cheques for the quar- 





ter ended December 31 from The 
Steel Company of Canada Limited, 
are effective examples of this tech- 
nique. 


Financial statements prepared dur- 
ing the year for a specific purpose 
have been used to advantage to in- 
form the shareholders of the current 
progress in their investment and of 
changes in the company’s financial 
or accounting policy. Typical of this 
method of communication is the in- 
terim report presented to the share- 
holders of George Weston Limited on 
September 20, 1956. It presented the 
consolidated financial statements for 
the first seven months of the fiscal 
year “including for the first time, on 
a fully consolidated basis, the ac- 
counts and earnings of all the con- 
trolled subsidiaries of George Wes- 
ton Limited with the exception of 
Loblaw Companies Limited and its 
subsidiaries”, together with the audi- 
tors report thereon. These state- 
ments had been prepared for inclu- 
sion in the prospectus relating to a 
current issue of sinking fund deben- 
tures. 


Special releases providing informa- 
tion On major expansion programs 
and company undertakings can do 
much to promote a proper apprecia- 
tion of directors’ actions and deci- 
sions. In November 1955, Great 
Lakes Paper Company Limited issued 
a special report to their shareholders 
covering the company’s proposed ex- 
pansion program for 1955-57. This 
report set out the reasons that shaped 
the Board’s decision for such expan- 
sion, the scope of the program, the 
method of financing it and the policy 
followed in distributing the increased 
supply of newsprint paper resulting 
from the expanded operations. In 
sending this circular to the share- 
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holders, the president of the company 
explained that “This report is prim- 
arily to provide you, the owners of 
the company, with information about 
the program of expansion to be car- 
ried out in 1955-57. We hope the 
information may also prove useful to 
customers and others interested in 
the company.” 

Regular periodic and monthly com- 
pany magazines and newsletters have 
been used by some Canadian com- 
panies as a medium of keeping the 
shareholders and the general public 
currently informed on the overall de- 
velopments in the company’s activi- 
ties and in the industry as a whole. 
While financial information is not 
usually included in these publica- 
tions, the readers are provided with 
background information which helps 
to promote a greater interest in and 
understanding of the company’s op- 
erations. “The Royalite Review’, 
published by Royalite Oil Company 
Limited, “Imperial Oil Review”, by 
Imperial Oil Limited, “Aluminium 
News”, by Aluminium Limited, “The 
Alcan Ingot”, by Aluminum Company 
of Canada, and “News Letter”, by 
Scurry Rainbow Oil Limited, are 
representative of this type of com- 
munication. The publications noted 
are fairly elaborate and expensive 
productions beyond the reach of 
many smaller Canadian companies. 
However, their techniques could be 
adopted on a less pretentious plane 
by those to whom costs are a signifi- 
cant factor. 

Many companies have adopted the 
policy of sending the shareholders a 
copy of the address of the chairman 
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of the Board of Directors at the com- 
pany’s annual meeting subsequent to 
the meeting. In some cases, this com- 
munication also includes a summary 
of the proceedings of the annual 
meeting. Although this procedure is 
undertaken primarily for the benefit 
of those shareholders who are unable 
to attend the meeting, extracts from 
these addresses are frequently quoted 
in financial publications and newspa- 
pers and do a great deal to arouse 
and retain the interest of prospective 
investors. 

Other direct communications such 
as letters accompanying dividend 
cheques, talks or statements by man- 
agement on outstanding subjects, and 
special brochures (“Abitibi at a 
Glance”, Abitibi Power & Paper Com- 
pany Limited, and “The History of 
Glass Containers”, Consumer Glass 
Company Limited) and various types 
of indirect communications have been 
used effectively by Canadian com- 
panies as part of their shareholders 
relations program. 

Because of the widely varying cir- 
cumstances of different Canadian 
companies, it would be impossible to 
draw up a plan for communication 
with shareholders which would be 
generally acceptable. This is a prob- 
lem which the management of each 
individual company must resolve. 
Every program, however, can be de- 
signed on the basis that the share- 
holders of a company have, as own- 
ers, specific rights to adequate infor- 
mation, and the directors, as their 
delegates, have specific responsibili- 
ties to make such information avail- 
able. 





The Tax Review 


IncoME Tax CHances — 1957 

The following commentary reviews 
in a broad and general manner the 
budget resolutions, which were pre- 
sented to the House of Commons by 
the Minister of Finance on March 14, 
1957, and other proposed amend- 
ments to the Income Tax Act of a 
technical nature, which were incor- 
porated in the income tax bill when 
it was brought down in the House 
on April 4. The bill was given third 
and final reading on April 8, 1957. 


Changes Affecting Individuals 


REGISTERED RETIREMENT 
Savincs PLAN 


The most important single change 
in the Act, effective for 1957 and sub- 
sequent taxation years, is the inclu- 
sion of legislation to provide the long- 
hoped-for tax relief to self-employed 
persons, such as chartered account- 
ants, in respect of premium payments 
under a registered savings plan to 
provide for retirement annuities. The 
relative legislation is lengthy and 
complex and no doubt will be care- 
fully considered and fully commented 
upon by various professional organ- 
izations, insurance companies and 
other interested bodies. Space here 
does not permit more than a summary 
of some of the main features, as fol- 
lows: 

1. The plan must be acceptable to, 
and registered by, the Minister 
of National Revenue. 

2. It must provide for a life annuity, 


10. 
11. 


12. 
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with the guaranteed period, if 
any, not in excess of 15 years. 
Retirement contracts may be of 
the annuity type or the trustee 
investment type. The accumula- 
tion under the latter is to be used 
for the purchase of an annuity at 
maturity. 

The plan may include features 
other than retirement benefits, 
i.e. insurance, etc. 

Payments under certain existing 
annuity contracts may become 
eligible for deduction if they 
meet the various tests of the new 
legislation. 

The plan must be irrevocable in 
that there cannot be any com- 
mutation or surrender of the an- 
nuity in whole or in part. 

The plan may cover both hus- 
band and wife, i.e. include the 
joint survivorship feature. 

No benefits may be drawn prior 
to maturity. 

The plan must mature before 
age 71. 

Benefits received by annuitants 
will be taxable in full. 

The income of a trust will be 
tax exempt. 

Where an annuitant is already a 
member of an employee plan his 
maximum deduction in any one 
taxation year for combined pay- 
ments under that plan and the 
new legislation will be limited 
to 10% of earned income, with a 
maximum of $1,500. 
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13. In any other case, premium pay- 
ments in any one year will be 
limited to the lesser of 10% of 
earned income, or $2,500. 

14. Premium payments may be made 
in the taxation year or within 60 
days thereafter. 

15. Refund of premiums in the event 
of death prior to retirement will 
involve a flat rate of tax of 15% 
of the amount so refunded. 

16. Where a plan is changed after 
registration with the Minister so 
that it no longer qualifies as an 
accepted plan, a minimum rate 
of tax of 25% will be assessed on 
all benefits received by the par- 
ticipants in the plan. This 
should provide sufficient deter- 
rent against conditions which 
would disqualify a plan for regis- 
tration. (s. 79B) 


ALIMONY PAYMENTS 

The appropriate sections are being 
amended in two respects: 
(1) Payments pursuant to a divorce 
or separation agreemert need no 
longer be awarded in a court 
action or proceedings to qualify 
as a deductible item to the payor. 
(s. 5(b)-s.6(d)-s.11(1)(1)) 
Alimony payments will no longer 
be deductible in determining 
what is income from an office or 
employment. This will normally 
permit a taxpayer to make a 
greater contribution to a self-em- 
ployed retirement fund than 
would otherwise have been the 
case. 


(2 


~~ 


PROFESSIONAL DUES 

It will no longer be necessary for a 
professional person to pay annual 
membership dues because it is requir- 
ed as a condition of employment in 
order to obtain the deductibility of 
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such dues for income tax purposes, 
the only stipulation now being that 
the payment is necessary to maintain 
a professional status recognized by 
statute. (s. 11 (10)(a)) 


SERVICE PENSIONS 

There has been added to the list of 
tax-exempt pensions or allowances, 
those received under the “War Vet- 
erans’ Allowance Act”. (s. 10(1)(d)) 


TEACHERS EXCHANGE FuND 
Teachers will be permitted to de- 
duct, up to a maximum of $250 per 
annum, amounts paid to a fund estab- 
lished by the Canadian Education As- 
sociation for the benefit of Common- 
wealth teachers present in Canada 
under exchange arrangements. (s. 11 


(1) (qa) ) 


IMMIGRANTS CHILDREN 

The provision, enacted last year, 
has been continued to provide that 
children, in respect of whom the 
amounts are paid as family assistance 
to immigrants, shall be classed as 
family allowance children for income 
tax purposes. 


STANDARD DepucTiIon — $100 

For 1957 and subsequent years, any 
individual taxpayer who finds it more 
convenient, or more advantageous, 
may claim a flat sum deduction of 
$100 in computing his taxable income, 
in lieu of the total of the following: 

(a) Charitable donations 

(b) Medical expenses — in excess 

of 3% 

(c) Trade union dues 

(d) Professional membership dues. 
The Minister of Finance has indi- — 
cated that this procedure will be of 
great assistance in streamlining the 
administration of the Act, as more 
than 50% of all individual taxpayers 
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will probably be affected by the 
change. (s. 27(1)(ca) ) 


CHARITABLE DONATIONS 


(a) Carry forward — 

Limited relief is provided in re- 
spect of charitable donations which 
exceed the permitted maxima of 10% 
for individuals and 5% for corpora- 
tions in that the excess over such 
limits may be carried forward and 
included in the computation of charit- 
able donations for the immediately 
following taxation year. 

(b) Housing Corporation — 

It is also provided that, for the 1957 
and subsequent taxation years, dona- 
tions to certain corporations provid- 
ing low-cost housing accommodation 
for the aged may be included as 
charitable donations. (s. 27(1)(a)) 


MEpIcAL EXPENSES 

Effective for the 1956 and subse- 
quent taxation years, the costs of pro- 
viding full-time care in a nursing 
home for either a person confined to 
a bed or wheel-chair or a retarded in- 
dividual may be included in medical 
expenses. (s. 27(1)(c) ) 


PROVINCIAL TAx CREDIT 

Where an individual is subject to 
additional federal income tax because 
of the recapture of capital cost allow- 
ances under section 43, the additional 
amount of federal tax will not be in- 
cluded in the amount used for cal- 
culating the 10% credit for provincial 
income tax. (s. 33(2)(a) ) 


20% DivmenpD CREDIT 

Until the present amendment, sec- 
tion 38 has contained a requirement 
that the 20% dividend tax credit could 
not exceed the amount of tax attribut- 
able to the dividend. As a result, tax- 
payers with small incomes found it 
necessary to calculate their tax both 


with and without their dividends in- 
cluded. This marginal computation 
will no longer be necessary and the 
20% dividend credit will apply with- 
out restriction, except that it cannot 
serve to reduce the 2% old age secur- 
ity tax. (s. 38(1) ) 


FARMERS AND FISHERMEN 


(a) Assessment 

In the Macrory case (August 1956) 
the Income Tax Appeal Board held 
that it could not consider the appeal, 
because of a “nil” assessment, so that 
the question as to whether the chief 
source of income of the taxpayer was 
from farming was left undetermined. 
The law will provide in future that a 
farmer or fisherman may appeal his 
assessment for the year of averaging 
even if no tax is assessed for that 
year. .(s. 42(2a) ) 
(b) Sale of Fishing Vessel 

Legislation was introduced in 1956 
to establish rules for the determina- 
tion of capital cost allowances to be 
granted to a child who acquired de- 
preciable property from his farmer- 
parent, the effect being to give an 
arm’s length aspect to the transaction. 
The same treatment is now being 
made available where a fisherman 
sells to his child a fishing vessel or a 
fishing vessel and other property used 
in fishing operations. (s. 85H) 


Non-RESIDENT PERSONS 


Where, in the case of a non-resi- 
dent receiving rents or timber royal- 
ties from Canada, an election is being 
made to have the tax thereon with- 
held on the basis of the net amount 
remitted, the non-resident must file an 
undertaking that he will duly file a 
tax return within six months after 
the end of the taxation year. If the 
non-resident does not so file a return 
in accordance with his undertaking, 
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the resident payor will become liable 
for the total amount which would 
have been remitted had the election 
not been made. This is a minor 
amendment in the wording of this 
subsection, apparently for greater cer- 
tainty. (s. 110(4) ) 


Changes Affecting Corporations and 
Individuals in Business 


Utimiries SERVICE CONNECTION 


A taxpayer in business will be able 
to deduct the costs of securing service 
connections to his place of business, 
provided the payment does not cover 
the acquisition of property or is in 
consideration for the goods or services 
to be supplied from such service con- 
nections. Normally, these expendi- 
tures would arise where the supplier 
retains title to the property but re- 
quires the user to defray the cost. 
The services concerned are limited to 
electricity, gas, telephone, water or 
sewers, and must be furnished by 
means of wires, pipes or conduits. 
(s. 11(15) ) 


Ho.ipinc Company EXPENSES 


Where more than 50% of the prop- 
erty of a holding company consists of 
shares in the capital stock of control- 
led subsidiary corporation(s), the 
usual corporate expenses will not be 
disallowed as representing an outlay 
for the purpose of gaining exempt- 
income but will be deductible with- 
out proration from such taxable in- 
come as the holding company may 
receive. This provision is effective for 
the 1957 and subsequent taxation 
years and will eliminate the situation 
detrimental to the taxpayer as de- 
scribed by the Income Tax Appeal 
Board in case No. 226, December 30, 
1954. (s. 12(6) ) 


CHARITABLE DONATIONS 


See comments above under heading 
“Changes affecting Individuals”. (s. 
27(1)(a)) 


DivipENDS — CONTROLLED 
CoRPORATIONS 


Subsection (9a) of section 28, 
which has permitted the re-arrange- 
ment under certain conditions of 
shareholdings in specified parent- 
subsidiary company relationships, 
without the surplus of the acquired 
subsidiary becoming designated sur- 
plus, will be extended in applica- 
tion to cover similar transactions 
where non-resident parent companies 
are involved. (s. 28(9a) ) 


“PROCESSING” COMPANIES 


The special deductions permitted to 
Canadian mining and oil companies 
in respect of exploration, prospecting 
and development expenses, contained 
in section 83A of the Act, is being 
extended to benefit corporations 
whose principal business is process- 
ing mineral ores for the purpose 
of recovering metals therefrom, or 
whose principal business is a combi- 
nation of processing mineral ores for 
the purpose of recovering metals 
therefrom and processing metals so 
extracted. The Minister of Finance 
has intimated that such companies as 
steel companies in Canada, having an 
interest in developing their own ore 
supplies, should stand to gain advant- 
age from this extension of the legis- 
lation. (s. 88A(8b) ) 


Mininc CoMPANIES 


In 1956 legislation was introduced 
to permit the transfer of certain drill- 
ing and exploration expenses from a 
mining or oil corporation to another 
mining or oil corporation where sub- 








442 


stantially all of the property of the 
first corporation is acquired by the 
second corporation. The relative sub- 
section is being amended to add the 
limiting words “in Canada” in respect 
of the acquired property. (s. 83(8a) ) 


SPECIAL RESERVES 

The section of the Act dealing with 
special reserves allowed in respect of 
certain types of income received for 
services not yet rendered, prepaid 
rents, etc. has contained a limitation 
that no reserve would be allowed 
against a payment for the rent of 
chattels unless the period involved 
was more than two years. This limita- 
tion as to the length of period is 
being removed. (s. 85B(1)(c) ) 


EXEMPT ORGANIZATIONS 

The following are being added to 
the list of organizations exempt from 
income taxes: 
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(a) a corporation constituted exclus- 
ively for the purpose of supply- 
ing low-cost housing accommo- 
dation for the aged, provided no 
part of the income is available 
for the benefit of any proprietor, 
member or shareholder. (s. 62 
(ga) ) 

the National Conference of Can- 
adian Universities, incorporated 
January 18, 1957. (s. 62(gb)) 


(b) 


SecuriTy Bonps 

In order to facilitate the distribu- 
tion of property under the control of 
a liquidator, administrator, executor 
or similar person (other than a 
trustee in bankruptcy), the Minister 
is being empowered to accept satis- 
factory security for the protection of 
the payment of such income taxes, in- 
terest and penalties as may be deter- 
mined to be exigible. (s. 52(2)) 


SEVEN HECTIC WEEKS 
In reply to an inquiry from the Inland Revenue regarding the use of the 
company’s car by a director, the accountants wrote as follows:— 
“Our client only used the company’s car for a period of seven weeks, 
between mid-November, when he passed his driving test, and the first week 
in January, when he completely wrecked the car.” 


—Taxes, March 1957 





BY GEOFFREY H. WARD, C.A. 


Practitioners Forum 


PROCESSING Tax RETURNS 


This month we conclude the dis- 
cussion, started in the March issue, 
on routines for handling T1 and T 2 
returns. 


Record of Routing 


Generally a rubber stamp with 
space for initials is used, such as: 


Prepared: —— Typed: — 
Checked: —— Calculations checked: —— 
Reviewed: —— __ Final approval: —— 


However, a separate form may be 
designed to cover all aspects, as illus- 
trated below. 


Schedule 2b 
Here is a specimen of a preprinted 
form 


SCHEDULE 2b — FIXED ASSETS 
AND CAPITAL COST ALLOWANCE 





Taxpayer —————— —— Year ended 

(Show actual rate used unless maximum 
is taken) 

Land 


Class 3 (maximum 5% per year) 
Balance at beginning of period 
Additions 
Disposals 

Sub-total 
Capital cost allowance 
Balance at end of period. 


Space for classes 3, 6, 8, 10 and 


INSTRUCTIONS FOR PROCESSING TAX RETURNS 
(Forms T 1, T 2, etc.) 


Client: 


Contents; T1 
Other: 

Letter: 

Schedules: 
DISTRIBUTION For: 
Client: 


To: Date sent: 


Tax Dept.: 
Our Files 


Requisitioned by: 


Other comments: 


P.S. for covering letter. 





Year ended: 
No. of copies; 
Due Date: 


Required mailing date: 
Prepared by: 

Checked by: 

OFFICE 

Called by: 

Addn. and calc. checked: 


Cross referenced: 
Read over: 
File clear: 
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one other are provided on this fools- 
cap sized form. Both book amounts 
and tax figures are shown. Most 
firms do not use preprinted forms as 
they find them too inflexible. For 
example Schedule 2b might possibly 
run as follows: 
Asset Balance 

lst January 
Accumulated Allowance 

1st January 
Undepreciated Capital Cost 

Ist January 
Additions at cost 
Disposals (the lower of) 

Sale Price 

Cost 

TOTAL 


Capital Cost Allowance 
Undepreciated Capital Cost 
31st December 
Asset Balance 
31st December 
Accumulated Allowance 
31st December 
Net Assets per balance sheet 
Columns of figures for each group 
of assets would be shown to the right. 


Permanent Memo 

Two samples of a permanent memo 
were encountered. One, illustrated 
below, provides space for 15 years 
on a foolscap sheet. The other, quite 
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different, has space for seven years 
and shows: 


TAX FILE — PERMANENT MEMO 


Name 
Year End 
Date Incorporated 
Year ended in 1955 1956 etc. 
Returns filed 
Assessments received 
Reassessments received 
Expense disallowed 
Bad debts 
C.C. Allowance 
Loss carry over 
Current Matters O/S 
Cleared 


Staff Instructions 


The following excerpts from in- 
structions to staff illustrate some de- 
tails requiring care: 

1. All written information on the tax re- 

turn should be printed in capital let- 

ters. 

The year of the tax return should be 

marked in red and encircled in the 

lower right hand corner of the page. 

3. Most financial statements prepared for 
personal tax returns need not be provid- 
ed with covers nor should they be 
stapled together along the left margin. 
They are best stapled to the top of the 
inside page of the income tax return. 


to 





PERMANENT TAX RECORD 
RETURN: 
(To be filed in Front of Tax File) 


CLIENT: 


Tax Return 
Tax Date 


Income 


Year 





Assessment Notice 


Interest and 
Tax Penalties 


Income 





Orig. 
Final 
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4, When a client comes to the office and 
asks us to prepare his income tax return, 
the interviewer should at that time be- 
gin to prepare the return. In this way, 
current address, correct names, personal 
exemptions, medical bills, donations, gift 
tax, U.S. income information, etc. may 
be determined readily, thereby saving 
time, trouble and later correspondence. 

5. Where clients have suffered losses, a 
summary of the information on profits 
and losses of the current and prior 
years should be made. This summary 
should be filed uppermost in the tax 
file and moved forward so that it stays 
on top where it is readily available for 
study. 

6. Depreciation should be recorded in ac- 
cordance with instructions as laid down 
by the firm. 


Various Points 

A panel member reports some in- 
teresting details: 

“We have a large number of out- 
of-town clients. A client’s tax re- 
turns are prepared and discussed at 
his place of business. We _ then 
usually obtain from him returns sign- 
ed in blank. This saves us from hav- 
ing to send returns out for signature 
after typing and so incur a delay. 
We have followed this practice for 
years without any difficulty. There 
may well be theoretical objections; 
we have not yet found any practical 
ones. This procedure ties in with 
our responsibility for seeing that 
client’s returns are filed by due dates 
and eliminates all follow-up corres- 
pondence. 

“All returns we file are stamped 
with instructions to the Tax Depart- 
ment to address all correspondence 
to us. Returns filed are listed in du- 
plicate and sent to the department. 
The department checks them off and 
initials and sends back one copy of 
the list to us. This is kept as a per- 
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manent record. We find our clients 
prefer that we do the filing. 

“We keep all blue assessment no- 
tices on a “Shannon” file arranged 
alphabetically. These are sent to the 
client only upon his request. Re- 
assessment notices are copied by a 
copying machine, and the original is 
forwarded to the client with our ex- 
planations and comments. 

“We keep a tax file for each client 
on which are filed returns and infor- 
mation. In the front of this file we 
have a 14-column work sheet which 
shows by year the taxable income, 
starting from income per financial 
statements. It lists the adjustments 
shown on the T 2 and the subsequent 
adjustments arising out of any re- 
assessment issued for that year. It 
also indicates how losses have been 
applied and the losses available for 
carry-forward. Under each column 
is the date of the last assessment is- 
sued for that year.” 


Corporation Returns 

While in some respects similar pro- 
cedures apply to both Tl and T2 
forms, there are differences, mainly in 
the collecting of information. A typi- 
cal routine is described as follows: 

“Corporation tax returns are norm- 
ally prepared immediately after com- 
pleting the audit. A monthly check 
is made of the Cardex file to ensure 
that all returns are filed by the due 
dates. The client who files his own 
return is usually given a reminder by 
letter or telephone. The monthly sec- 
tion of the Cardex file has a card for 
each type of tax return with a list of 
the clients whose returns are due in 
that month. 

Our balance sheet audit program 
contains a section relating to income 
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taxes. The capital cost allowance 
schedule attached to the income tax 
return is normally a copy of the work- 
sheet in the fixed asset section of our 
working paper file. We do not have a 
special form for this purpose. It has 
been our experience that a standard 
form will not cover enough cases to 
warrant its use.” 


Another accountant reports further 
details of his filing routines: 


“All corporate clients are listed on 
working papers, grouped by year end 
date. The list indicates the date the 
file has been completed by the staff 
member, the dates the return has 
been sent out for signature and then 
filed, and has a space for comments. 
We actually file most of the returns 
ourselves. If the client files the re- 
turn directly, he is asked to notify 
us. The lists are reviewed periodi- 
cally and also prior to the end of each 
month to see that all returns due for 
that month have been filed. 


“Virtually all tax returns are pre- 
pared at the same time as the finan- 
cial statements. The typed returns 
are usually sent to the client under 
the covering letter accompanying the 
financial statements. He is asked to 
sign and return the appropriate 
copies to us for filing. We hold on 
file, in the meantime, the copies of 
the financial statements to be filed 
with the returns. Because the returns 
are sent out at the same time as the 
financial statements, we do not like 
to use a form letter. If the financial 
statements are delivered in person, 
the tax returns would be delivered 
at the same time and a signature ob- 
tained.” 
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Forms Not Used 

Although standard forms can be 
very efficient, a great many firms do 
not use them. The following com- 
ments are typical: 

“We have not used any mimeo- 
graphed forms, but can see the ad- 
vantage of one such as the Schedule 
2b. We type tax schedules directly 
on the T2 form unless they are too 
extensive. 

“At the present time, we do not 
employ a standard type of check list 
for Tl or T2 returns but adopt a 
review system at different levels of 
processing, starting with the audit 
working papers and a relevant review 
of prior years’ tax returns and assess- 
ments and the financial statements for 
the year of the return. Basically, the 
mechanical work is carried out by 
audit staff and final review is carried 
out by the Tax Department staff.” 


2 A & 


“We have used very little by way 
of forms and form letters in connec- 
tion with T1 and T2 returns. Most 
of the returns we file relate to audit 
clients or to clients for whom we 
prepare financial statements without 
audit. Unless there is some business 
activity or a material amount of in- 
vestment income involved, we do not 
seek to prepare tax returns. We do, 
however, prepare virtually all the tax 
returns of our audit and accounting 
clients.” 

The assistance of R. P. Alger, Cal- 
gary; H. F. Lipton, Toronto; A. J. 
Ormsby, Toronto; W. L. C. Wallace, 
Vancouver, and others, who provid- 
ed material for this and the March 
column, is gratefully acknowledged. 








BY J. E. SMYTH, F.C.A. 
Students Department ower vnivery” 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and re- 
flect the personal views and opinions of the various contributors. They are designed not 
as models for submission to the examiner but rather as such discussion and explanation 
of the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 


PROBLEM 1 


Intermediate Examination, October 1956 
Accounting I, Question 4 (19 marks) 


The M Co. Ltd. quarries and sells crushed stone. The price per ton of 
the crushed stone varies with its size. 

The company employs twelve men to operate the mine and plant, a 
despatcher to supervise the loading and weighing of the trucks, and five truck 
drivers. There are three girls in the office who keep all the records and 
handle the cash. The manager, who is also the principal shareholder, spends 
part of his time calling on customers and the remainder at the plant. 


Required: 
Outline a system of accounting for sales which will provide proper in- 
ternal control over cash sales, C.O.D. sales, and credit sales. 


A SOLUTION 


THE M CO. LTD. 
SYSTEM OF ACCOUNTING FOR SALES 


General 

1. All orders from customers (whether for cash, C.O.D., or credit sales) 
should be transcribed in the office on prenumbered order forms in quad- 
ruplicate. The original copy of the order form will be retained in the 
office, and three copies sent to the despatcher. The despatcher will re- 
tain one copy which is his authority to release the goods, and give two 
copies to the driver. 

2. The manager should devise a means of reconciling, periodically, the units 
of sales with units of production and inventories. 

8. The yard should be fenced in so that all outgoing trucks must pass over 
the scale outside the office window. 


Accounting for Cash Sales 
1. The driver should keep one copy of the order form and sign the other for 
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having received the goods. He may then present a receipted copy of the 
order together with the cash to the office cashier. 


. The receipted copy of the order should be filed with the original as a 


paid voucher so that it will not become a part of the billing routine. 


Accounting for C.O.D. Sales 


1. 


The driver will return from making the delivery to the customer with 
one receipted copy of the order, which he must turn in to the office to- 
gether with the money he has collected. 


. The receipted copy of the order should be filed with the original copy 


as a paid voucher. 


Accounting for Credit Sales 


1. 


Here, the main consideration is to prevent goods from being shipped 
without being billed, and written order forms should be requested from 
all customers. 


. The driver will leave with the customer one of his copies of the form 


prepared in the office, and have the customer sign the other copy. He 
will return the signed copy to the office to be compared and filed with 
the original copy. 


. From the original order form with the copy attached which has been re- 


ceipted by the customer, a prenumbered invoice will be prepared in 
duplicate. 


. The original copy of the invoice will be mailed to the customer and 


the copy used for posting to the customer's account. 


. Statements should be sent to customers monthly. 
. The manager should scrutinize all orders received and supervise the 


pricing of invoices and the credit terms allowed to customers. The 
manager's approval should be required for the issue of every credit note 
and for every entry writing off a customer’s account as uncollectible. 


. In the absence of the manager, supervision of the office routines may 


be delegated to another responsible employee in the office. Final ap- 
proval for credit notes and for writing off accounts receivable should, 
however, always be obtained from the manager. 


Examiner's Comments 


. Many students became so absorbed with the problem of cash sales that 


they drifted into a discussion of the general control of cash, and did not 
concentrate upon a description of a system of accounting for sales. 


. Some candidates suggested procedures which would be impractical, such 


as that the manager should check the numerical sequence of invoices and 
that truck drivers should prepare invoices. 


. Instead of discussing each class of sale under a separate heading many 


candidates discussed all three classes at once with the result that their 
answers were poorly organized. 





| 





STUDENTS DEPARTMENT 449 


PROBLEM 2 
Intermediate Examination, October 1956 
Accounting I, Question 5 (15 marks) 


On July 1, 1955, J, K and L formed a partmership under the name of 
J, K, L & Co. to carry on a practice of public accounting. 
The partnership agreement contained the following terms: 


(i) J, K and L are to share profits and losses in the ratio of 4:3:3 re- 
spectively after allowing J the lesser of: 
(1) $3,500 per year 
~ th. 


(2) 15% of the excess of annual revenue over expenses (before 
interest on partners’ capital). 


(ii) Original capital contributions are to be: 
J — $18,000 cash 
K— 12,000 cash 
L— _ 5,000 cash plus securities with an agreed value of $8,000 


(iti) Interest at 5% per annum is to be allowed on the balances in the 
partners’ capital accounts as at the beginning of each fiscal year. 


During the first year of operations, the firm’s books were kept on a cash 
basis. At June 30, 1956, the books showed the following cash entries for the 
year: 


Cash Receipts 


Partners’ cash contributions — capital ne $35,000 
Client billings .......... > beta a ive 52,000 
Sale of the securities contributed “ BR sind eats 6,500 $93,500 


Cash Disbursements 


Staff salaries (net) ' re bech $20,000 
RS OF od ogg Se Ste PRET ECE ee re ere 5,000 
Office furniture and Sermes PEN I RE oy act satis was 10,500 
Stationery and supplies ........................... Peay 2,100 
Travelling expenses ... SiaricatAa ale Maus 4,500 
Employee income taxes delaned | gree a ichcap Marien eesae sie A ccc 3,000 
Miscellaneous expense hs ead iM Repmine ne peal decors Bees eh 830 
Professional fees and dues ............... PA. of RE 120 
Personal income taxes instalments paid: 

J — $2,100 

K— 1,800 

Rp SO hs. cis QP nee ds Oa dna ees HOH a3 5,550 
Drawings: 

J — $6,000 

K— 7,000 


BEE Fi SF a sh BR tO eee rca Seren arg ynye Oe Sod Sd SHS ala 18,000 $69,600 


_—-——— —— 
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At the end of June 1956, it was ascertained that the following amounts 
were unpaid: 


TES Sper tbe ep ite RR Oe ioe I ee a nda $11,850 
PE acs etre Ate 4S rect aen ae ee bv Seed EMP one side "s aee 3 1,000 
RE Re een ee ee ne eee Ree 500 
Seeeen means 185 Ae bosib Ruka dees 100 


Inventory of stationery and supplies on hand at June 30, 1956, amounted 
to $600. 

Depreciation on office furniture and fixtures is to be provided at a rate 
of 10% per annum on a straight-line basis. 


Required: 
(a) Statement of revenue and expenses for the year ended June 30, 1956. 
(b) Statement of partners’ capital accounts for the year ended June 30, 
1956. 
(c) Balance sheet as at June 80, 1956. 








A SOLUTION 
(a) 
J, K AND L 
STATEMENT OF REVENUE AND EXPENSES 
for the year ended June 30, 1956 

Revenue 

PIONEER upeeis Sigh oe Hn ved Sok shee ee Sih 28 ete . $63,850 
Expenses 

SUI MINS rar RA RN os nee eo A ene eas oun hide Chee $23,000 

ee es Bs ee Pee ee chet See aR 6,000 

[Oe ge a ee ee oe 2,000 

NERS C hota LOA. pun Fs aces oa has ek 4,500 

ROMINA hoc unis docs anew eG. 930 

Professional fees and Gues .................2.....0.008: = 120 

Depreciation — furniture and fixtures ................ 1,050 37,600 
Excess of revenue over expemses ........................ Xs se $26,250 
Distributed as follows: 

Balance in 
Fixed Interest on Profit and 
Portion Capital Loss Ratio Total 

ete En Be cel ot oe 3G $3,500 $ 900 $ 8,240 $12,640 

BS A Seta SIGE 600 6,180 6,780 

Wie extents obec) S525 seis 650 6,180 6,830 

$2,150 $20,600 $26,250 




















* According to the partnership agreement, the fixed portion allowed to J is the 
lesser of: 
(1) $3,500.00 
e j 
(2) 15% of $26,250 = 3,937.50 


$3,500 
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(b) 
J, K AND L 
STATEMENT OF CaPpiTAL ACCOUNTS 
for the year ended June 30, 1956 
J K L Total 
} Capital contributions, ae Payee ae eo 5 ey 
July 1, 1955 AVE .. $18,000 $12,000 $13,000 $43,000 
Add interest allowed 
on capital accounts ............... 900 600 650 2,150 
Share of profits ...... i elabh iy 11,740 6,180 6,180 24,100 
$30,640 $18,780 $19,830 $69,250 
Less loss on sale of securities ...... . $ 600 $ 450 $ 450 $ 1,500 
Tax instalments paid ............. 2,100 1,800 1,650 5,550 
Drawings Fuses ee 6,000 7,000 5,000 18,000 
$ 8,700 $ 9,250 $ 7,100 $25,050 
Balance as at June 30, 1956 Soka na eee $ 9,530 $12,730 $44,200 
} Editor’s Note: 


The loss on sale of securities might instead have been included in the 
statement of revenue and expenses. The excess of revenue over expenses would then 
have been $24,750 and would have been shared by the partners as follows: J, $12,040; 

K, $6,330; L, $6,380. 


J, K L & CO. 


BALANCE SHEET 
as at June 30, 1956 








) ASSETS 
Current assets 
Cash in bank sie eons habeas SRN elect oe 2 $23,900 
UN MOCRAOINS oa onc 5 dis Sa RS eee dds oe es wheel 11,850 
Prepaid expenses bane Hiieess mie rartine e Gaeeis eda d ft seardens 600 
Total current assets ..................00000: $36,350 
) Long term assets 
Furniture and fixtures, at cost ......................005. 10,500 
Less allowance for depreciation ............. iene ahha one Puen 1,050 
Total long term assets .................... ha Aig cas "on 9,450 
$45,800 
LIABILITIES AND PARTNERS’ INTERESTS 
} Current liabilities 
Accounts payable setath ek si fee ee te ne be Sottti I shee $ 1,600 
Partners’ interests 
Capitals, per statement: 
| Bice See ee tals sae nee _ $21,940 
ROP LEE CR oR TEI ROO RRS OST TTY NARS eT Ae 9,530 
Re Pay eT er er nl a Te atk oe ional deaths 12,730 
: TOpeh Patties AMPOPORIB oe eos aie ois bk te essa 44,200 
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PROBLEM 3 


Final Examination, October 1956 
Accounting I, Question 4 (20 marks) 


The directors of Y Co. Ltd. find that they are unable to pay the year end 
dividend to the shareholders without borrowing. They are puzzled as to the ) 
reasons for the small cash balance and weak current position since the net 
profit for the current year was the largest in the company’s history. 

CA has been engaged by the management of Y Co. Ltd. to assist in 
preparing an explanation of the situation for the directors. CA is given the 
following condensed balance sheets as at September 30, 1955 and 1956: 


7 SO. TID. 
BALANCE SHEET 


as at September 30 





Increase 

or 

1955 1956 ( Decrease ) 

ASSETS i 

Cash on hand and in bank ............... $ 150,000 $ 40,000  $ (110,000) 
Accounts receivable (net) ......... puaeaniaie 345,000 550,000 205,000 

ENE See PDE EOL Np kit Che wR oe 505,000 610,000 105,000 | 

ee eee es nee 20,000 35,000 15,000 

Cash surrender value of life insurance policy 25,000 30,000 5,000 i 

Investments ........ Seah aot, dchyh meanict 223,000 300,000 77,000 ) 
Investment in subsidiary company ......... 175,000 190,000 15,000 

Non-current advances to subsidiary company —_ 25,000 25,000 i 

Sinking fund cash held by trustee ...... 5,000 7,000 2,000 

cs ah ea 150,000 170,000 20,000 
Buildings ee as Se eth ens a 450,000 550,000 100,000 
Accumulated depreciation — buildings .. ( 92,000) ( 148,000) 56,000 

Equipment Sana ee ene aah es 502,000 845,000 343,000 
Accumulated depreciation — equipment .... ( 160,000) ( 290,000 ) 130,000 


Organization expenses ae 50,000 40,000 ( 10,000) 
Bond discount and expense 15,000 10,000 ( 5,000) 


$2,363,000 $2,982,000 





Patent rights ......... . 18,000 18,000 | 
| 





ee 
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LIABILITIES 
ORO AN AIINS oe ecient Br esis fe se $ 30,000 


Accounts payable and accrued charges ..... 385,000 
TORE ARIUS ADVI oes i oes 8 a Sais bates 48,000 
First mortgage bonds Serial “A” .......... 100,000 
First mortgage bonds Serial “B” .......... 800,000 
Capital stock — preference shares ....... 400,000 
Capital stock — common shares .......... 700,000 
Premium on issue of preference shares ..... 6,000 
Increment arising from appraisal of 
ea Oe ee Sing oh ~ 

Reserve for contingencies .............. 50,000 
Mreea Serpe secre o 5 Pia 344,000 


$2,363,000 


$ 60,000 
654,600 
45,800 
50,000 
400,000 
450,000 
720,000 
7,000 


150,000 
25,000 
419,600 


$2,982,000 


$ 30,000 
269,600 
( 2,200) 
( 50,000) 
100,000 
50,000 
20,000 

1,000 


150,000 
( 25,000) 
75,600 


CA’s analysis of the accounts discloses the following information relating 
to the transactions during the year ended September 30, 1956: 
(i) The company sold all its investments for $220,000 and invested 
$300,000 in securities providing a higher rate of return. 
(ii) Dividends of $3,000 received from the subsidiary company were 
credited to “Investment in subsidiary company”. The Y Co. Ltd.’s 
share of the subsidiary’s net profit for the year — $18,000 — was 
charged to this account and credited to “Sundry income”. 
(iii) As at October 1, 1955, the fixed assets were appraised by an inde- 
pendent appraisal company. On this basis, the fixed assets and 
accumulated depreciation accounts were adjusted as at that date to 





reflect the following: 
Undepreciated 
Value Depreciation 
NE ki ee ale a $ 170,000 
Buildings 550,000 $ 120,000 
Equipment Cae kh a, re, 620,000 220,000 
$1,340,000 $ 340,000 





Net 
Value 
$ 170,000 
430,000 
400,000 


$1,000,000 











The net increase was credited to “Increment arising from appraisal 


of fixed assets”. 


(iv) Additional equipment was purchased at a cost of $250,000. 

(v) Equipment carried in the accounts at $25,000 less accumulated 
depreciation of $15,000 was sold for $12,000. The resulting profit 
was credited to “Profit on disposal of equipment”. 

(vi) $50,000 was deposited with the sinking fund trustee in cash. $50,000 
Serial “A” Bonds were purchased from these funds for $48,000 and 
cancelled. The discount on retirement was credited to “Bond dis- 


count and expense”. 


(vii) The net of discount on retirement and unamortized bond discount 
and expense applicable to the Serial “A” bonds — $500 — was trans- 
ferred from “Bond discount and expense” to “Profit on retirement of 


bonds”. 
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(viii) $100,000 Serial “B” bonds were sold for $96,000. 

(ix) 2,000 common shares of a par value of $10 each were issued for 
patent rights taken over. 

(x) 500 preference shares of a par value of $100 each were issued and 
sold for cash. 

(xi) The company was defendant in a damage suit and the costs in 
connection therewith of $25,000 were charged to “Reserve for 
contingencies”. 

(xii) The summary of the earned surplus account was as follows: 








Dr. Cr. 
Balance October 1, 1955 .............. $344,000 
Net income for the year .......... 150,000 
Organization expenses written off . $ 10,000 
Dividends: 
Paid March 30, 1956 .. 18,600 
Payable October 1, 1956 45,800 
Balance September 30, 1956 419,600 
$494,000 


$494,000 





Required: 
Statement of source and application of funds and the schedule of changes 
in working capital which CA would prepare for submission to the directors. 








A SOLUTION 
Y CO. LTD. 
SCHEDULE OF WorKING CAPITAL 
September 30 
1956 1955 Increase Decrease 
Current Assets: 
Cash peas: $ 40,000 $ 150,000 $ 110,000 
Accounts receivable 550,000 345,000 $ 205,000 
Inventories ... 610,000 505,000 105,000 
Prepaid expenses 35,000 20,000 15,000 
$1,235,000 $1,020,000 
Current liabilities: 
Notes payable $ 60,000 $ 30,000 $ 30,000 
Accounts payable and 
accrued charges 654,600 385,000 269,600 
Dividends payable 45,800 48,000 $ 2,200 
$ 760,400 $ 463,000 
Working capital $ 474,600 $ 557,000 
$ 327,200 $ 409,600 
Decrease in working capital 82,400 
$ 409,600 $ 409,600 





ee 
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Y CO. LTD. 
STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
for the year ended September 30, 1956 


Funds were provided from — 
Operations: 
) Net profit reported ................. $150,000 
add back charges to operations which 
did not require funds: 
Loss on investment sale ........... $ 3,000 
Depreciation on building .......... 28,000 
Depreciation on equipment ........ 85,000 
Bond discount amortized .......... 7,500 
Patents written off ................ 2,000 125,500 
$275,500 
Deduct credits to operations which 
did not provide funds: 
Increase in cash surrender value..... $ 5,000 
Income reported from subsidiary . . 18,000 
Profit on disposal of equipment ..... 2,000 
Profit on retirement of bonds ....... 500 25,500 $250,000 


Ee | a 220,000 
Dividends received from subsidiary ........ 3,000 
PERU a RINNE oe 5 coscie.d ais.duice wiSalglnais 12,000 
Gite of Seftal B honas....5. 56.6808. ek s 96,000 
Sale of preferred shares .................. 51,000 


) Total funds provided .....................-0000- 632,000 
Funds were applied to 
Purchase of investments ................ $300,000 
Declaration and payment of dividends ...... 64,400 
Purchase of equipment .................. 250,000 
Deposit paid to sinking fund trustee........ 50,000 
Damages paid on law suit ................ 25,000 
) Advances to subsidiary company .......... 25,000 





Dates Cee Me 5 852 SE lbh, $714,400 








| 
| Net decrease in working capital (per Schedule) ... $ 82,400 


Editor's note: In the editor’s opinion, the item “investments” might be regarded 
} as a component of working capital. By that interpretation, the reduction in working 
{ capital would be $5,400 and the statement of source and application of funds would 
not show an adjustment to reported profit for “Loss on investment sale”, the source of 
funds “Sale of investments”, or the application of funds “Purchase of investments”. 


Examiner's Comments 
The examiner reports that many students lost a great deal of time pre- 
‘ paring work sheets on which they re-copied the data of the question in- 
; stead of using the examination sheet itself, with the result that there was 
no time left to prepare the formal statements. 
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PROBLEM 4 


Final Examination, October 1956 
Accounting I, Question 5 (15 marks) 


L Co. Ltd. and M Co. Ltd. manufacture and sell similar products. The 
directors of both companies believe that substantial economies could be 
effected by combining the operations of the two companies. They have 
agreed to submit this proposal to their respective shareholders at their forth- 
coming annual meetings. At the same time, they wish to make a specific 
recommendation as to the basis of the merger. The following alternatives 
have been suggested: 

(i) L Co. Ltd. would acquire all the shares of M Co. Ltd. in exchange 

for shares in L Co. Ltd. 

(ii) A new company, LM Co. Ltd., would be formed to acquire the 

assets and assume the liabilities of both L Co. Ltd. and M Co. Ltd. 
in exchange for shares in LM Co. Ltd. 


Required: 
(10 marks) (a) State briefly the factors which the directors should consider 
in deciding which alternative to submit to the shareholders. 
(5 marks) (b) Outline the economies which would normally be expected 
to follow such a combination of operations. 


A SOLUTION 

(a) Factors which the Directors Should Consider in Deciding Which Plan 

to Recommend to the Shareholders in Combining Operations of L Co. 

Ltd. and M Co. Ltd. 

(i) L Co. Ltd. would acquire all the shares of M Co. Ltd. in exchange for 

shares in L Co. Ltd. 

1. The shareholders of M Co. Ltd. who control the operations of that 
company will be asked to exchange their control for a certain per- 
centage holding in L Co. Ltd.; and the shareholders of L Co. Ltd. 
who control the operations of that company will be asked to agree to 
the issue of new share capital to the former shareholders of M Co. 
Ltd. and share their ownership with them. 

The relative values of the shares of each of M Co. Ltd. and L Co. Ltd. 

will have to be determined by reference to the assets and earnings of 

each company. 

3. Once the basis of exchange is determined, the probable earning 
power of the consolidation will have to be determined so that the 
shareholders of M Co. Ltd. may appreciate the value of the shares 
they will receive, and the relative interest which those shares repre- 
sent in L Co. Ltd. 

4, With a view to splitting the control in L Co. Ltd. equitably, con- 
sideration must be given to the types of shares to be issued to share- 
holders of M Co. Ltd. (common or preferred, or a combination of 
them). 


bo 





: 
E 
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5. 


By retaining the separate legal identities of each of L Co. Ltd. and 
M Co. Ltd., it may be possible to retain a tax advantage of a loss 
carry-forward or special depreciation, or to have the financial ad- 
vantage of retaining a debenture liability at a low rate of interest. 


(ii) A new company, LM Co. Ltd., would be formed to acquire the 
assets and assume the liabilities of both L Co. Ltd. and M Co. Ltd. in 
exchange for shares in LM Co. Ltd. 


1, 


The shareholders of both companies will be asked to exchange the 
control of their respective companies for a percentage holding in 
LM Co. Ltd. 

The relative value of the assets which will be sold by both companies 
and their respective earnings will have to be established. It will then 
be possible to determine the number of shares in LM Co. Ltd. which 
the shareholders of L Co. Ltd. and of M Co. Ltd. should receive in 
payment. The estimated earning power of the new company will also 
have to be determined so that the shareholders of both companies 
may appreciate the values that their respective companies will receive 
in exchange for their assets. 

It will be necesssary to consider the position of the shareholders of 
each company in relation to the control of the new company. Some 
thought must be given to the types of shares which should be issued 
to achieve an equitable sharing of control. 

Because their assets would be sold to the new company, L Co. Ltd. 
and M Co. Ltd. will probably be liquidated. Some portion of the total 
assets of L Co. Ltd. and M Co. Ltd. will probably be explained by 
retained earnings to date, and the problems raised by any distribu- 
tion of surplus upon liquidation must be considered. 


(b) The Economies Which Would Normally be Expected to Follow a 
Combination of Operations 


z. 


If the concerns are large or if they purchase a large quantity of a par- 
ticular type of raw material, their combination may reduce competi- 
tion in the market for these materials and affect their prices. 

The increased scale of operations may foster a better use of division 
of labour and the use of a larger technical staff, and make feasible 
the operation of the sources of raw materials. 

The combination of operations will permit an exchange of technical 
information, patents, and formulae. 

The combination will eliminate duplicate sales and administrative 
effort and the related expenses (including advertising ). 

The combination may make possible increased control of selling 
prices as a result of a reduction in costs and elimination of com- 
petition. 

The combination of operations should bring about a better access to 
large sources of credit and capital. 
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Examiner's Comments 
Some candidates did not confine themselves to the two alternatives 
suggested in the problem. It was difficult to read the handwriting in some 
of the answers submitted. 


PROBLEM 5 
Final Examination, October 1956 
Auditing I, Question 4 (12 marks) 

CA has been asked by the general manager of a merchandising com- 
pany to investigate the operations of the company’s purchasing department 
which is supervised by the purchasing agent. The general manager suspects 
that the purchasing agent, through his position with the company, is ob- 
taining funds fraudulently. Although the purchasing agent does not sign 
company cheques or have access to cash, he would appear, in the opinion 
of the general manager, to be living at standards considerably in excess of 
what his salary would allow. 


Required: 
The procedures CA should follow in his investigation of the possibility 
of fraud. 


A SOLUTION 


Audit procedures for investigation of the possibility of fraud 

1. Inquire into the entire procedure of requisitioning and purchasing goods 
and materials, with special reference to the authorizations required. 

2. See that receiving reports are attached to all invoices and compare the 
receiving reports with the receiving room’s original records. If the purchas- 
ing agent is placing orders with a fictitious company, or purchasing goods 
for himself or persons other than the company, he must either forge a 
receiving report or be in collusion with the receiving clerk. 

8. Obtain market quotations and prices quoted in suppliers’ price lists for 
several of the company’s main items purchased and compare these with 
the invoice prices. 

4. Determine whether the purchasing agent obtains competitive bids. If 
so, examine a number of the bids and compare them with invoice prices. 

5. Review the purchase prices of a selected number of items with a re- 
sponsible official of the company who is familiar with prices and the 
items purchased. 

6. If on the invoices selected for test, the names of any suppliers are un- 
familiar, check them against the Dun & Bradstreet reference book or the 
city directory. 

7. It is difficult to establish whether a purchasing agent is obtaining “kick 
backs” because he may be receiving them and still be buying materials at 
prices which compare favourably with competitors’ prices; the supplier 
would pay him merely to obtain a large order, and the payment would 
probably be in cash. Check the purchase orders to determine whether 
there has been an attempt to place an unduly large number of orders with 
one supplier. 
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Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 

“GOVERNMENTAL ACCOUNTING—an in- 
terview with the Honorable Joseph 
Campbell, Comptroller General of the 
United States.” The Journal of Ac- 
countancy, March 1957, pp. 35-40. 


Mr. Campbell is one of the growing 
body of certified public accountants 
holding offices in the government of 
the United States. As head of the 
General Accounting Office, an organ- 
ization which is technically part of 
the legislative rather than the execu- 
tive branch of the government, he is 
directly responsible for federal ac- 
counting, auditing and investigations. 
The first C.P.A. to have been so ap- 
pointed, Mr. Campbell is the Amer- 
ican counterpart of the Auditor-Gen- 
eral of Canada. 

During this interview, he stresses 
the opportunities available to profes- 
sional accountants in government ac- 
counting work. Of the 1300 account- 
ants in the General Accounting Office, 
more than 300 are certified public ac- 
countants, and about 100 of these ob- 
tained their C.P.A. certificate after 
joining the staff. On a national basis, 
75% of all directors, managers and 
supervisors are C.P.A.’s. The C.P.A. 
certificate is regarded as an important 
part of his organization’s professional 
program. Mr. Campbell therefore 
hopes that all states will recognize 
employment in the Government Ac- 
counting Office as meeting the experi- 


ence requirement for the C.P.A. cer- 
tificate. In his opinion, experience in 
government accounting and audit 
work ranks with the best to be ob- 
tained in the accounting profession. 


“Wuy Not Use THE BreAK-EVEN 
Cuart More FReety?” by R. W. 
Andrews. NACA Bulletin, February 
1957, pp. 777-782. 


The author of this article presents 
to his readers a brief review of the 
theory and construction of break-even 
charts, and suggests some new uses 
to which they can be put in any com- 
pany, large or small: to establish a 
salesman’s incentive or bonus, to de- 
termine the economies of potential 
new products, and to decide whether 
capital equipment replacement is 
feasible from a cost reduction point of 
view. 

The problem of segregating costs 
into their fixed and variable elements 
is discussed on the basis of data in a 
manufacturing company which uses a 
modified standard costs system. 


CONTROLLERSHIP 

“ADMINISTRATION OF THE CONTROL- 
LER’S ORGANIZATION’ by J. H. Emery 
and W. B. Walker. NACA Bulletin, 
March 1957, pp. 853-862. 

In the public utility which is the 
subject of this article, the treasurer 
and the controller functions were sep- 
arated shortly after the company be- 
came independent of previous hold- 
ing company affiliations. Dollar in- 
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vestment tripled and revenues wit- 
nessed a concomitant growth in the 
following decade. 

The authors explain the impact of 
this rapid expansion on the status of 
the controller in their company, the 
structure and functions of his organ- 
ization, and the general system of 
delegation, communication and con- 
trol. They stress the fact that 
throughout the period of reorganiza- 
tion, the major concern was with 
people: “To the extent that we can 
win the confidence, cooperation, re- 
spect and friendship of customers and 
fellow employees, the desired results 
will be achieved. Towards this end 
we have attempted to spell out for 
people exactly what is expected of 
them. Then, through meetings and 
accompanying minutes, correspond- 
ence procedures, a manual, precise 
scheduling, and improved reporting, 
we attempt to keep everyone in- 
formed and to implement the prin- 
ciples of management by exception 
... Informality, training and group 
participation are the three canons 
governing their personnel relation- 
ships. The result — reductions in staff 
as normal turnover occurs and a de- 
crease of over 50% in overtime hours, 
despite an increased volume of work. 


EQUIPMENT 


“PLANNING AND CONTROL IN Ma- 
CHINE ACCOUNTING INSTALLATIONS” by 
Maurice S. Newman. The Controller, 
January 1957, p. 9 et seq. 

This is a useful article for practi- 
tioners with clients who are faced 
with high costs and unsatisfactory 
performance in machine accounting 
operations. Engaged in management 
work since 1947, and currently a sys- 
tems manager with a national ac- 
counting firm, Mr. Newman shows 
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how various factory planning and 
control techniques can be applied to 
machine operations through a stand- 
ard cost system. The procedures out- 
lined provide a basis for cost estimat- 
ing on new or proposed paper pro- 
cessing and for providing the operat- 
ing departments with estimated costs 
of all the services performed for 
them. 

That standard costs have not been 
so applied, the author attributes to 
the fact that tabulating supervisors 
rarely receive accounting training. He 
would therefore have machine oper- 
ators with sufficient aptitude encour- 
aged to attend accounting classes, 
and embryo accountants given suff- 
cient instruction in machine account- 
ing to acquaint them with the cap- 
abilities and potentialities of such 
equipment. “It is time to get trained 
accountants in charge of (machine) 
installations and to use cost account- 
ing and industrial engineering tech- 
niques to the fullest.” This is the core 
of the message Mr. Newman brings 
to his readers. 


ETHICS 

“PROFESSIONAL Etuics”’ by D. V. 
House. The Accountant, Oct. 18, 
1956, to Nov. 3, 1956, in four instal- 
ments. 

“ETHICcs AND ACCOUNTANCY’ by K. L. 
Milne and J. L. Rawnsley. The Ac- 
countant, Dec. 1, 1956 to Dec. 15, 
1956, in three instalments. 

The expanding output of literature 
dealing with professional ethics is 
heartening evidence of the readiness 
of professional accountants through- 
out the world to renew their respon- 
sibilities to their fellow practitioners, 
to their clients and to third parties in 
the light of tremendous changes in 
the nature and scope of accounting 
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practice stemming from underlying 
changes in economic, social and 
political conditions. 

The four articles by Mr. House 
comprise a paper delivered at the 
tenth summer course of the Institute 
of Chartered Accountants in England 
and Wales at Christ Church, Oxford, 
in September 1956. In them, he re- 
views the “fundamental rules” gov- 
erning the practice of public account- 
ing in England, the disciplinary pro- 
cedure of the Institute, and state- 
ments issued by the Council from 
time to time for the guidance of 
members. Remuneration, professional 
designation, publicity, negligence, 
neglect, ethics towards other pro- 
fessions and professional independ- 
ence are some of the items consid- 
ered. 

In an appendix to his address, 
clauses 20, 21 and 22 of the Supple- 
mental Royal Charter of 1948, con- 
stituting the only formal listing of 
matters considered discreditable to 
the profession in Britain, are repro- 
duced in full. 

While Mr. House concerns him- 
self solely with the practice of ac- 
countancy in Britain, Mr. Milne and 
Mr. Rawnsley, of the Australian In- 
stitute, survey the ethical codes of 
accounting bodies in many countries, 
Canada being a notable exception. In 
the second article, they demonstrate 
the inadequacy of the ethics of the 
the Institute of Chartered Account- 
ants in Australia (and, by implica- 
tion, inadequacy in other countries ) 
and suggest some amendments to 
them. The prestige of accountants, 
and the place of ethics as but one of 
the many characteristics affecting 
that prestige, is the subject of the 
third article. 

Of interest, when taken in con- 
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junction with Mr. House’s address, is 
the position they take as to the desir- 
ability of written rules of conduct. 
House, an Englishman, believes that 
it is impossible to lay down a written 
code which always operates fairly 
and does not leave loopholes for those 
who are prepared to keep within the 
letter of the law while violating its 
spirit. “Moreover,” he writes, “the 
drawing up of a written code entails 
stating so much that is obvious to 
anyone who has gone through the 
professional training . . . for mem- 
bership.” Milne and Rawnsley, the 
Australians, on the other hand, assert 
that accounting firms practising in a 
rapidly-expanding economy have 
little time to attend to the ethical 
training of young men entering the 
profession. So far as they are con- 
cerned, the education and _ ethical 
training of chartered accountants have 
not developed in unison with the 
changing nature of public accounting 
practice. In consequence, they do not 
believe it follows of necessity that 
every practitioner intuitively recog- 
nizes his ethical duties. 


As in Canada, the Australian In- 
stitute examines in professional ethics. 
Milne and Rawnsley would like to see 
the subject expanded to include the 
history of accountancy, the philoso- 
phy of public practice, and the prob- 
lems of professional behaviour in re- 
lation to clients, third parties and 
the public. “History shows us,” they 
write, “that to be really positive we 
need a philosophy, a tradition and a 
belief in our calling. A written code 
of ethics forms a part, but only a part, 
of that philosophy . . . the future 
status of accountants depends not 
only on the development of tech- 
niques, but also upon the develop- 
ment of a solid, profound and cour- 
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ageous philosophy — one which the 
organized profession is prepared to 
design, to commit to paper, to teach 
and to practice. ..” 


MANAGEMENT 


“Steps IN LONG-RANGE PLANNING” by 
Bruce Payne. The Harvard Business 
Review, March-April 1957, pp. 95- 
106. 

Long-range planning is as yet an 
unchartered area of business manage- 
ment, one involving new ways of 
thinking and large outlays of capital. 
For this reason, the author of this 
article finds that businessmen have 
generally hesitated to commit them- 
selves without knowing some of the 
problems involved and ways of solv- 
ing them. Knowledge is required, he 
says, about the problem of bringing 
a group of executives with different 
viewpoints and backgrounds to agree 
on a firm’s long-run goals; the timing 
of a company’s major moves for three, 
four or five years ahead; the operation 
and modification of a plan; and the 
criteria to be used in evaluating a 
plan. 

The scope of the long-range plan- 
ning function is well indicated by Mr. 
Payne’s discussion of the activities in- 
volved. Executives engaged in work- 
ing out a program, he says, are 
likely to begin with present products, 
appraising future sales potentials and 
the hurdles to be taken. Next they 
may look at possible future products 
and ideas for service, thus considering 
the direction of future growth. Then 
they analyze company strength and 
weaknesses — manpower, finance, pro- 
duction, marketing organization, etc. 
They go on to ask: what are our 
potentials? what is the best we can 
do? 

Next, and he stresses that this 


should be done only at the top man- 
agement level, they try to pull to- 
gether all the information developed 
in the foregoing inquiries and look at 
it as a whole. They try to summarize 
the different possibilities for growth 
by merger, research, better market- 
ing, and so forth, with special atten- 
tion to return on investment. They 
decide to promote one line harder, 
cut down on another; to consolidate 
the company’s position, or push hard 
to expand; to turn to the merger 
route, or grow from within. They 
look at every facet of the business for 
5, 10 or 15 years ahead, whatever 
length of time is necessary. 

What they end up with is a plan 
that tells management (1) what it is 
going to do, (2) how it is going to 
proceed, and (3) when it will take 
action — developed in broad terms 
first, then in specific terms to be ac- 
complished during each month of the 
year. 


BOOK REVIEW 
Professional Ethics of Certified Public 
Accountants, by John L. Carey; pub- 
lished by the American Institute of 
Accountants; pp. 223; $4.00. 

Considering the complex subject, 
this book is well planned and very 
readable. It starts with the distinc- 
tion between professional ethics and 
rules of conduct. The point is made 
that both should be brought up to 
date considering the present broader 
scope of accountants’ activities, since 
most rules were formulated when 
auditing only was the main service 
rendered. 


The second part deals with profes- 
sional competence, independence, in- 
tegrity, etc. 

An excellent distinction is made be- 
tween the business attitude where 
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commodities are sold competitively 
in the open market at a profit and the 
professional attitude where knowl- 
edge and opinions are required and 
personal service rendered. He raises 
the point whether selling systems can 
be compatible with the professional 
attitude. 


The chapter on the ethical respon- 
sibility in management services is 
timely. It deals further with the 
question of selling a commercial pro- 
duct. Are we in trade or in a pro- 
fession? 

The conclusion is excellent and 
could be read at the beginning as 
well as at the end. Mr. Carey points 
out that professional ethics are a 
guide to pleasant and rewarding re- 
lations with other people. The ac- 
counting profession, more than any 
other, needs such guides. 


W. J. Ayers, F.C.A., 
Toronto, Ontario 


SELECTED READING 


Accounting 

“Doctors’ Accounts,” by H. E. Little. The 
Accountant, December 15, 1956, pp. 611- 
615. 

“The Profitgraph,” by L. G. Spencer. NACA 
Bulletin, December 1956, pp. 493-507. 


Auditing 

“Co-ordination of Internal and External 
Auditing at Interim and Year End,” by R. 
H. Massopust. Internal Auditor, December 
1956, pp. 59-65. 

“Evaluation of Internal Control,” by E. D. 
McMillan. Internal Auditor, December 
1956, pp. 37-48. 

“The Audit of Cash,” by E. J. Taylor. The 
Controller, December 1956, pp. 578-580. 


Equipment 

“Equipment Available for Integrated Data 
Processing,” by F. E. Moore. L.R.B. & M. 
Journal. July-September 1956, pp. 16-22. 
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“The Public Accountant and Punched Card 
Accounting,” by E. S. Harris. L.R.B. & 
M. Journal, July-September 1956, pp. 16- 
22. 

“Electronic Computers and Data Process- 
ing,” by H. J. Crowley; “Application of 
Data-processing Equipment in the Office: 
some Internal Audit Implications,” by E. C. 
R. Williams; “Some Effects of Data Pro- 
cessing on Accounting,” by B. C. Lemke. 
The Accountant, November 3, 1956, pp. 
451-464. 


Management 

“Objects of Management Accounting: Views 
of a Practising Accountant,” by J. D. Green. 
The Accountant, November 24, 1956, pp. 
535-540. 

“Planning for Effective Space Utilization,” 
by R. L. Foster. The Management Review, 
November 1956, pp. 989-994. 


Professional 

“Professional Ethics,” by D. V. House. The 
Accountant, October 13, 1956, pp. 367- 
373; and November 3, 1956, pp. 464-470. 
“Professional Ethics,” by John L. Carey. 
The Journal of Accountancy, November 
1956, pp. 38-45. 

“Public Relations for a Mature Profession: 
The Task Ahead,” by F. F. Tannery. The 
Arthur Young Journal, October 1956, pp. 1- 
11. 
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The Controller, 2 Park Avenue, New York 
16, N.Y. 
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York 5, N.Y. 
Journal of Accountancy, 
Avenue, New York 16, N.Y. 
NACA Bulletin, 505 Park Avenue, New 
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British Columbia 


Clarkson, Gordon & Co., Chartered Ac- 
countants, announce that George B. Donald- 
son, C.A., who has been a partner in their 
Winnipeg office, will now be resident in 
Vancouver as a general partner of the firm. 


Manitoba 

Sill, Patrick & Co., Chartered Account- 
ants, announce the dissolution of their part- 
nership. Thomas Sill, C.A. and E. B. Streu- 
ber, C.A. will continue the practice of their 
profession under the firm name of Sill, 
Streuber & Co., Chartered Accountants, with 
offices at 317 Bank of Nova Scotia Bldg., 
Winnipeg. F. G. Patrick, C.A. will now be 
associated with Geo. A. Touche & Co., 
Chartered Accountants, Winnipeg. 

G. M. Horne & Co., Chartered Account- 
ants, announce that J. R. Morrow, C.A. 
has been appointed resident manager of 
their Virden office. 


Ontario 

P. B. McMulkin, C.A. has been appointed 
assistant treasurer and assistant comptroller 
of Page-Hersey Tubes Ltd. and Welland 
Tubes Ltd., Toronto. 


Albert Rivers, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 687 Highland Ave., Ottawa. 

C. M. Benson, C.A. announces the ad- 
mission to partnership of L. K. W. Dorland, 
C.A. The practice of the profession will be 
conducted under the firm name of Benson 
& Dorland, Chartered Accountants, with 
offices at 115 Sixth Ave., Cochrane. 


Clarkson, Gordon & Co., Chartered Ac- 
countants, Toronto, announce the admission 
to partnership of Michael A. Mackenzie, 
C.A. 


J. Grant Glassco, O.B.E., F.C.A., has 
been appointed a director and executive 
vice-president of Brazilian Traction, Light 
and Power Co. Ltd., Toronto. 


Quebec 

Robert C. Berry, C.A., has been appoint- 
ed vice-president and treasurer of Trans- 
Canada Pipe Lines Ltd., Toronto. 


Leonard C. Frewin, C.A., Alexander Mc- 
Pherson, C.A. and Leslie T. Ellyett, C.A. 
announce that they will resume the practice 
of their profession under the name of Ross, 
Frewin & Co., Chartered Accountants, with 
offices at 310 Victoria Ave., Westmount. 


Thomas C. Corry, C.A. announces the ad- 
mission to partnership of John Gibson 
Elliott, C.A. Henceforth the practice of 
their profession will be conducted under the 
firm name of T. C. Corry & J. G. Elliott, 
Chartered Accountants, with offices at Ste. 
410, Lafleur Bldg., Cote des Neiges and 
Barclay Ave., Montreal. 


Stevenson, Blakely, Blunt & Co., Charter- 
ed Accountants, 437 St. James St. W., 
Montreal, announce the admission to part- 
nership of Edward W. Tinmouth, C.A. and 
E. Peter Hopper, C.A. 


Saskatchewan 

Harry Koehn, C.A. has been appointed 
general manager of Boychuk Construction 
Co. Ltd., Saskatoon. 
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MANITOBA INSTITUTE 

The annual convocation of the Manitoba 
Institute was held on March 8 in the audi- 
torium of the University of Manitoba. 
Over 300 attended. Dr. H. H. Saunderson, 
president of the University, gave the con- 
vocation address and certificates of mem- 
bership were presented to the 47 graduates 
by W. Givens Smith, F.C.A., president of 
the C.I.C.A. Institute. Awards for standings 
in the intermediate and final examinations 
were made by Messrs. D. S. Lofthouse, 
F.C.A. and John Parton, F.C.A. Mr. F. W. 
Watkins, comptroller of the Hudson’s Bay 
Company, presented his company’s bursary. 


An item of added interest was the 
presentation of Fellowship certificates by 
Mr. Givens Smith to four recently elected 
Fellows of the Institute: J. W. Abbott, 
G. D. Iliffe, S. B. Laing and D. A. B. Mur- 
ray. Tea was served at the conclusion of 
the formal ceremonies. 


In the evening, the graduates and their 
ladies were guests of the Institute at a 
dinner dance in the Fort Garry Hotel. 


C.A. CLUB OF OTTAWA 


The club’s luncheon meeting on Thurs- 
day, March 21, was addressed by Edson 
L. Haines, Q.C., who spoke on “A Business- 
man’s Insurance Problems”. 

On April 2, the club was co-sponsor of an 
income tax seminar which was open to the 
public. J. Harvey Perry was the chief 
speaker, and questions from the floor were 
answered by a panel of experts consisting 
of John M. Coyne, J. F. Harmer, A. S. 
Merriken and J. Blake Speers. 


HAMILTON & DISTRICT C.A. 
ASSOCIATION 
On February 27, the regular meeting of 
the Hamilton & District Chartered Account- 
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ants Asssociation was addressed by Howard 
I. Ross, C.A. His subject was “Are Finan- 
cial Statements Worth Publishing?” 


Prizes to successful candidates were pre- 
sented at the meeting. The winners were: 
W. P. Smith, Kitchener, primary; Arthur 
Wilby, Hamilton, intermediate; W. C. Ash- 
croft, Hamilton, final. 


ASSOCIATION FORMED 


Approximately 60 financial business 
executives who as C.A. students were with 
McDonald, Currie & Co. in Ontario have 
formed an association and held their in- 
augural meeting in March in Toronto. At 
this meeting they were addressed by Lt.- 
Col. L. Urwick, O.B.E., M.C., M.A. The 
association will function outside the 
framework of the Institute of Chartered 
Accountants of Ontario but will remain 
conscious of its obligations to that body. 


INTERNAL AUDITORS 


J. R. M. Wilson, F.C.A., president of 
the Ontario Institute, was the guest speaker 
at the 13th anniversary dinner of the To- 
ronto Chapter of the Institute of Internal 
Auditors held at the Royal York Hotel, To- 
ronto, on April 26. He spoke on “Are There 
Accounting Principles?” 


ONTARIO INSTITUTE 
The Registry Act: Following representation 
to the Attorney General and to the Minister 
of Municipal Affairs a change was made in 
the Registry Act at the spring session of 
the Provincial Parliament to permit the 
auditor of a municipality to inspect the 
books of any registry office for the purpose 
of determining whether the municipality has 
received its proper share of the revenue. 
Although this represents a welcome change, 
it does not ensure that an audit will be 
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made. The Committee on Accounts and 
Audits is again recommending to the Coun- 
cil of the Institute that representation 
should be made to the government in the 
hope that audits of registry office books will 
be made compulsory. 
Assistance to Libraries: The Windsor and 
District Chartered Accountants Association 
has now followed the lead of the Hamilton 
Association and made a grant of $50 to 
the Carnegie section of the Windsor Public 
Library for the purchase of books on ac- 
counting and related subjects. A list of the 
library’s books in this field has been sent 
to all members of the Association with the 
request that they borrow them and make 
suggestions for further purchases. The 
Library Committee of the Institute believes 
that this is a very worthwhile project which 
all C. A. clubs might undertake and hopes 
that others will be encouraged by the good 
work of the Hamilton and Windsor Associa- 
tions. 
Library: The book mailing service has now 
been made available by the Library Com- 
mittee to members and students in the 
Toronto Metropolitan region. Books will be 
sent to the borrower by prepaid post and 
enclosed will be a special label to return 
the book without further postage. Pre- 
viously this service has only been available 
to out of town members and students. 
The following books have been recently 
placed in the library: “Statistical Sampling 
for Auditors & Accountants”, Vance & Neter 
(1956); “Office Work & Automation”, Levin 
(1956); “Electronic Data Processing for 
Business & Industry”, Canning (1956); 
“Tested Scientific Inventory Control”, Welch 
(1956); “Retail Merchandise Accounting” 
(2nd ed.), Bell (1956); “Sales Tax — 
Canada” (9th ed.), McCormick (1956); 
“Personnel Administration”, Pigors & Myers 
(1956); “Royal Commission on Canada’s 
Economic Prospects”, Gordon (1956); 
“Professional Ethics of C.P.A.’s”, Carey 
(1956); “Accounting Trends & Tech- 
niques 1956”, A.LA. (1956); “A Case 
Study on the Extent of Audit Samples”, 
A.LA. (1955); “Outline of Petroleum In- 
dustry Accounting”, American Petroleum 
Institute (1954). 


ONTARIO STUDENTS ASSOCIATION 


February and March Meetings: It is un- 
fortunate that these meetings were poorly 
attended despite a considerable amount of 
advance publicity by the association. The 
speakers were first-class in each case and 
those who stayed away were, in fact the 
losers. On February 28, Lawrence Macpher- 
son, director of research for the C.I.C.A., 
discussed the research program of the Can- 
adian Institute and the projects under way 
for future bulletins and other publications. 
On March 26, George Gathercole, Deputy 
Minister of the Department of Economics 
in the Provincial Government, spoke on the 
problems associated with Ontario’s growth 
and the likely course of the province's de- 
velopment. 

Despite the best efforts of the Council in 
choosing speakers and making all the neces- 
sary arrangements for these meetings, there 
is a disappointing lack of support from the 
student membership. If anybody has any 
ideas on the form which the regular winter 
meetings might take, including the sort of 
topics which might be covered, the Stu- 
dents’ Council would be delighted to have a 
telephone call or letter addressed to the In- 
stitute. Any criticism is welcome, but con- 
structive criticism is doubly so. 


Annual Meeting: This is a reminder that 
the annual meeting will be held on Thurs- 
day, May 16, in the lec:u.2 hall of the C. A. 
Building starting at 8.1.. p.m. Details of the 
program have already been sent to stu- 
dents. 


Golf Day: This will be held on Thursday, 
June 6, at the Rouge Hills Golf Course just 
east of Toronto. Details will be mailed to 
members and entries invited. This is one of 
the most popular functions of the associa- 
tion, which is hoping for a good participa- 
tion again this year. 


QUEBEC INSTITUTE 


Provincial Conference: Panel chairmen ap- 
pointed for the Quebec Institute’s first pro- 
vincial conference, to be held on June 12 
at the University of Montreal, include Paul- 
E. Courtois, F. T. Dennis and E. A. 
Lemieux. Members of the panels are: H. 





i a a le 





aan sileeaeteeinens 


sea g 


INSTITUTE NOTES 


M. Caron, G. Charette, A. Cote, A. Gar- 
neau, A. Van Harris, W. D. Howitt, P. H. 
Irwin, F. A. Lambert, R. Levesque, L. J. 
Mills, L. M. Nelson and C. Vineberg. Dis- 
cussion leaders will be L. Boutin, P. E. 
Brunet, R. T. Chagnon, F. Choquette, G. I. 
Craig, J-N. Domey, A. C. Dunning, W. H. 
Flynn, P. W. Grier, A. H. Howson, J. La- 
croix, M. Laliberte, R. J. F. Morcel, F. 
Willcox and R. H. Wood. 


During the discussion on “The Prepara- 
tion of Statements for Use in Prospectuses 
and Filing with the Quebec Securities Com- 
mission”, Mr. M. St. Denis of the Com- 
mission will be present to answer ques- 
tions. 

Although the conference has been arrang- 
ed primarily for Quebec Institute members, 
a general invitation is extended to all 
chartered accountants. A copy of the con- 
ference program is being sent to Quebec 
members early in May. Others should write 
to the Quebec Institute, 630 Lagauchetiere 
Street West, Montreal, for a program. 


Members are urged to register as early 
as possible, so that suitable accommodations 
can be arranged for the meetings and the 
luncheon. Out of town members are ask- 
ed to make their own travel arrangements 
and hotel reservations. 

The conference committee comprises: 
Henri L. Belanger, chairman, D. R. Smith, 
K. C. Finchman, E. A. Lemieux and R. R. 
Pouliot. 


Annual Meeting: The annual meeting of 
the Quebec Institute will be held at 11.30 
a.m. on Wednesday, June 12 at the Uni- 
versity of Montreal, 2900 Mount Royal 
Boulevard, Montreal. The meeting will 
conclude the morning sessions of the pro- 
vincial conference and will be followed by 
luncheon at the university. 
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Annual Dinner: The annual dinner of the 
Quebec Institute will be held on Wednes- 
day, June 12, in the Ball Room of the 
Sheraton-Mount Royal Hotel, Montreal. The 
guest speaker will be the Honorable Hervé 
J. L’Heureux, United States Consul Gen- 
eral in Montreal. P. S. Leggat and D. F. 
Rennie are co-chairmen of the annual din- 
ner committee. 


School Speakers: During March speakers 
from the Institute addressed student groups 
at Outremont, West Hill and Northmount 
High Schools, Le Plateau, Ecole St. Viateur, 
College Laval, College St. Laurent, Chom- 
edy-de-Maisonneuve, Ecole Louis-Hebert 
and the University of Sherbrooke. The 
list of speakers includes George C. Ken- 
dall, Trevor P. Brown, Julien H. Fayette, 
Jerome Carriere, Marcel St. Denis, Roland 
R. Pouliot, Guy Chabot, Yves-A. Cote, Paul 
Doray, Lucien D. Viau and J. J. St. Pierre. 

On the April schedule are Drummond- 
ville, Knowlton and Richmond High Schools, 
Sir George Williams College, College Notre- 
Dame, College Roussin, Ecole Secondaire 
Meilleur, Ecole Secondaire St-Henri and 
Académie Querbes. These will be ad- 
dressed by D. F. Rennie, R. G. Bucking- 
ham, Howard I. Ross, J. Maurice Tremblay, 
J. J. St. Pierre, R. J. F. Morcel and Jerome 
Carriere. 


Convocation: A group of 171 successful 
candidates received their certificates on 
March 23 at the Quebec Institute’s annual 
convocation. Guest speakers were the 
Quebec Institute president, Lucien D. 
Viau, and the Canadian Institute president, 
W. Givens Smith, of Regina. Visitors at- 
tending the convocation in the ballroom 
of the Ritz Carlton Hotel were welcomed 
by George P. Keeping, first vice-president 
of the Quebec Institute. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities received up to and including the 13th of the 
month will appear in the following issue of the journal. 








PUBLICATIONS of 





The Canadian Institute of 





Chartered Accountants 


Books and Brochures 


Auditing Procedures, by Dell and Wilson .................... 1.25 
ES IIE Si ei BR Moh dis Ve eta ks wwe laes 25 
Chartered Accountant Examinations in Canada ................. 50 
Directory of Chartered Accountants in Canada ...... (Members) 3.00 

(others) 6.00 
Accounting Terminology ........... (Members) $2.00; (others) 2.50 


Examination Papers 
1949, 1950, 1951, 1952, 1953, 1954, 1955, 1956 
Intermediate and Final ...... Rete WNt te.) A635 der cies 50 each 


Examination Solutions 
1949, 1951, 1953, 1954 (solutions only) .................. 50 each 


Accounting and Auditing Research Bulletins 
(available in English and French) 
No. 1 A Statement of Standards of Disclosure in Annual Financial 
Statements of Manufacturing and Mercantile Companies .._ .15 
No. 2 A Statement of the Minimum Standards of Professional Prac- 


tice which Should Apply in respect of Prospectuses ...... 15 
No. 3 Superseded by Bulletin No. 12 
No. 4 Accounting for Bad Debt Losses ....................... 15 
No. 5 The Meaning of the Term “Cost” as Applied to Inventory 

Re RNS or SO sda: ahihales Meni éiraee 15 
ON ee es ee 15 
No. 7 The Auditor's Responsibility for the Validity of the a 

ROU INR RE 2 riterk hath eo chic gate rele atta Teel EI) «hei 15 
No. 8 “Deferred” Depreciation ...................... 5S 


No. 9 The Use of the Term “Reserve” and Accounting for Reserves 15 
No. 10 Depreciation, Capital Cost Allowances and Income Taxes .._ .15 


RE I OH EG RAS cise ios baa 4 &e 66's 69 SDSS GDN G's eG 15 
No. 12 Loss-Carry-Over Tax Credits ......................... 15 
No, AS Bintemeits wit AGGE ... . s. 6 ccc cc ccd scene con 15 
Binding Folder for Research Bulletins .......................... 15 


The Canadian Institute of Chartered Accountants 
69 Bloor Street East Toronto 5, Ontario 
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CLASSIFIED ADVERTISEMENTS 


Rates: 


Positions wanted, $7.00 per column inch; Positions offered, 


$10.00 per column inch; Open rate, $17.00 per column inch. 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Catario. 


Closing date is 14th of preceding month 


C.A., age 40, Montreal, not busy full time 
in his own practice, seeks employment in 
industry or with C.A. firm on a periodical 
basis. Box 654. 


WANTED: Ambitious junior student, and 


senior student or recent graduate, with 
partnership prospects. Francis Lorenzen & 
Co., 1201 London St. W., Windsor, Ontario. 


STUDENTS WANTED: Primary and inter- 
mediate students for medium-sized charter- 
ed accountant offices in Windsor, Ontario. 
Replies should include details of education, 
salary requisite, etc. Box 658. 


CHARTERED ACCOUNTANT: Large 
manufacturing company in Quebec City 
requires a young chartered accountant (age 
25 to 28) as assistant to a senior position. 
Applicant must be bilingual and should 
have a minimum of one year’s experience 
in industry. Good starting salary, pension 
and welfare plan. Excellent opportunity for 
advancement. Reply in strict confidence, 
stating experience and salary requirements 
to Box 653. 


CORRESPONDENCE is invited from char- 


tered accountants holding a University de- 
gree for a position on the Faculty of Com- 
merce and Business Administration, Uni- 
versity of British Columbia. Salary and 
status will depend on previous experience. 
Address all correspondence to the Dean of 
the Faculty of Commerce and Business Ad- 
ministration. 

MONTREAL OFFICE of established firm 
of chartered accountants is desirous of con- 
tacting chartered accountants in the Mont- 
real area wishing to sell or merge their 
practice with an agreement of succession. 
Office space is available to share with a 
chartered accountant interested in the fore- 
going. Box 652. 


CHARTERED ACCOUNTANT required 
for responsible senior position with firm of 
chartered accountants. Reply in strict con- 
fidence stating age and experience to Mark 
Perlmutter, Perlmutter, Orenstein, Giddens, 
Newman & Co., 220 Bay St., Toronto. 


C.A., Jewish, age 36, college graduate, with 
extensive background of responsibility in 
auditing and industry, wishes to associate 
with C.A. firm in Montreal offering pros- 
pects of partnership or succession. Top 
references. Box 655. 


CHARTERED ACCOUNTANT WANTED: 
with a Bachelor of Commerce or equivalent 
degree who has had a few years of good 
experience since becoming a chartered ac- 
countant. An outstanding opportunity in 
the profession is available for an alert man 
with initiative and with more than ordinary 
ability. Reply in confidence. Box 648. 


FIRM OF CHARTERED ACCOUNTANTS 


has opportunity for young chartered ac- 
countant to purchase partnership interest 
and assume responsibility for part of prac- 
tice, or would consider arrangement for 
amalgamation. Box 656. 


CHARTERED ACCOUNTANT: Young pro- 


gressive chartered accountant required by 
chartered accountant offices in Windsor, 
Ontario. Excellent opportunity for man 
desiring to establish public accounting as a 
career. Position includes future partner- 
ship possibilities. Reply stating age, edu- 
cation, experience, etc. to Box 657. 


GROUP OF INSURANCE COMPANIES 
requires recently graduated young chartered 
accountant, preferably with B.Com. degree. 
Variety of interesting duties should lead 
first to post of chief accountant, and event- 
ual opportunity for promotion on merit is 
good. Box 659. 
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PROFESSIONAL CARDS 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers & Solicitors 


6th Floor, Hollinsworth Building - -  - Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, PITBLADO, 
McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 
Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 


Roy Building a Oe ee ee Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - - -  - - Toronto 1, Ont. 


ALAN DIGNAN, Q.C. 
Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 
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i McCARTHY & McCARTHY 


Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 


McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 


302 Bay Street - - - - - + Toronto 1, Ont. 


OSLER, HOSKIN & HARCOURT 


) Barristers and Solicitors 


The Dominion Bank Building, 68 Yonge Street - Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and. Solicitors 


67 Yonge Street - - - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street West - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP & COPE 


) Barristers and Solicitors 


Royal Bank Building - - -  - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 
Bank of Canada Building - - - Montreal 1, Que. 
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PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street’ - 


- - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building 


- - Montreal 1, Que. 


MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


1855 Rose Street’ - 


Accounting Research 
Publication 


BULLETIN No. 13 


“Statements without Audit” 


This bulletin was published in 
March 1957 by the Accounting 
and Auditing Research Commit- 
tee of the Canadian Institute of 
Chartered Accountants and is 
now available in both English 
and French. 


Price 15 cents 


THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


69 Bloor St. E., Toronto, Ont. 


- - - Regina, Sask. 


A Guide for Students 


CHARTERED ACCOUNTANT 
EXAMINATIONS IN CANADA 


Sponsored by the Provincial Institutes’ 
Committee on Education and Examina- 
tions. 

Brings together articles especially 
written to assist students prepar- 
ing for their chartered accountant 
examinations. 


Price 50c a Copy 


THe CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


69 Bloor St. E., Toronto 5, Ont. 








Specializing in 

Professional 

Group 
Continental | Accident and 


Casualty | Sickness 
Company | INSURANCE 


Canadian General Manager 58 Years of successful underwriting 
Ross D. HE1ns Claims paid exceed $500,000,000 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 


Annual Audit... 


The Annual Audit is obligatory and a 
means of verifying accounts. 


Prudent investment practice involves the 
periodic verification of security values 
for the attainment of objectives. 

We are pleased to offer the advice of our 
Portfolio Department to assist you in 
your Investment Program. 


Burns Bros. & Denton 


Members: The Investment Dealers’ Association of Canada 
TORONTO « OTTAWA « HAMILTON ¢« WINNIPEG e* MONTREAL 





Downtown Library 
Business & Comme 
121 Gratoit Aves ; 
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THE EVER-CHANGING Canadian 
tax scene makes it essential for pro- 
fessional men to have at their fingertips 
comprehensive and authoritative infor- 
mation that is constantly up-to-date. 
CCH Canadian does supply this 
information by means of loose- 
leaf reports ready for inser- 
tion in thoroughly in- 
dexed easy-to-use 

binders. 


Write or telephone 

and we shall be pleased 

to arrange for you to receive 

a demonstration of the practical 
applications of our loose-leaf Reporters. 


CCH CANADIAN. LIMITED 


RMNONNDONONNAAA 
PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 411 Transportation Bldg., 
Toronto 10, Ont. Montreal 1, P.Q. 








